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THE INDUSTRIAL OUTLOOK 


This article was intended originally to be purely a forecast; 
but owing to some delay in preparation it has become in part an 
explanation of what has already occurred. Primarily, however, its 
purpose is to predict the course of industry. 

Unless the problem of the industrial future is viewed from the 
standpoint of the entrepreneur it is difficult to arrive at a pessimistic 
conclusion. Most of the important long-time forces seem to point 
toward future growth and recuperation rather than toward indus- 
trial inactivity. We all ought to be richer in time of peace than in 
time of war. The labor and materials that have been utilized in 
war activities are becoming availabie now for the production of 
peace goods. Already industry has been freed from a host of 
restrictions imposed in the necessity of mobilizing the country’s 
resources for the conduct of war. Day by day embargoes upon 
articles of export trade are being removed; the list of prohibited 
imports has been greatly reduced; shipping is increasing in quan- 
tity; building is being encouraged rather than discouraged by 
public authorities; industries formerly limited under the rationing 
policy of the War Industries Board to small amounts of labor and 
materials are being made free to utilize all they care to purchase. 
On the investment side, the Money Committee of the New York 
Exchange and the Capital Issues Committee of the Federal Reserve 
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Board have ceased to function. With such fetters removed and 
with a daily growing labor force at its disposal, why should not 
society be able to satisfy its wants in far larger volume than here- 
tofore? Why should not business be even more brisk than in the 
days of war ? 

What is overlooked in these expressions of confidence is that in 
our present economic system the amount of production bears no 
necessary relation to society’s potential labor force. Industrial 
activity, in greatest part at least, is directed by the private entre- 
preneur, with whom considerations of money profits are all impor- 
tant. Unless possibilities of profit appear, new industries will not 
be launched and old enterprises will be contracted. Unless industry 
is expanded employment will not be available for the returning 
soldiers, and these will be unable to bid for the products of other 
labor, or, in other words, to take part in the effective demand. 
The problem of the immediate future then resolves itself into the 
question of whether industrial and financial conditions are such as 
to convince the entrepreneur that money profits are imminent. 

In many respects economic conditions do not appear to be such 
as to promise large rewards for enterprise. The entrepreneur 
remembers that, at the close of other wars, price levels usually have 
fallen. He cannot be at all accurate or confident, therefore, in 
predicting the future market for his products. At the same time 
production costs are now extremely high. Money wages of labor 
so far surpass pre-war levels that he does not believe that they 
can be maintained at present rates; but he may see no possibility 
of securing immediate wage reductions proportionate to the prob- 
able future decline in commodity prices. Raw materials have 
begun to decline, but in few lines to such an extent as to convince 
the entrepreneur that rock-bottom levels have been reached as yet. 
The entrepreneur may have no doubt as to the ultimate ability 
of industry to absorb the increasing number of available laborers; 
but what he is most interested in knowing now is whether the pres- 
ent is an opportune time to expand production: whether deflation 
is to be accomplished gradually, or in such a way as to bring values 
tumbling with a crash; whether we must have a serious depression 
before the economic revival can begin. 
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What are the doubtful factors in the situation, and what is 
the entrepreneur’s attitude toward each of these? In preceding 
depressions the crisis has usually come at a time when the banks 
have had little surplus loaning power. Most crisis theories admit 
or imply that it is only the modern use of credit that renders possible 
the overwhelmingly sudden lapses in business confidence that we 
characterize as panics. What then is the money-market situation ? 

Here we find the business man somewhat confident. For two 
reasons he is wont to predict that money rates will be moderate. 
First of all, he knows that bank reserves are now fairly large; 
secondly, he believes that as prices decline the demand for bank 
credit will be less intense and that, with more moderate prices, 
not so large a quantity of liquid capital will be required to finance 
his transactions. 

The most important of the bank reserves now are those held by 
the reserve banks. During the war these have become the reser- 
voirs into which has flowed a large proportion of the country’s 
money supply. At the present time the reserve banks hold legal 
tender money to an amount slightly exceeding 50 per cent of the 
total of their note and deposit liabilities. Since the minimum 
required by law is a 4o per cent gold reserve for notes and 35 per 
cent lawful money reserve for deposit credits, there is at the 
present time a fairly large surplus reserve in the vaults of the 
reserve banks. 

There are several reasons, however, for fearing that we are now 
more optimistic in calculating the ease which these surplus reserves 
will bring the loan market than we shall be in the near future. 
In the first place, we have not as yet completed our program for 
raising money for war requirements. It is true that the next bond 
issue is not likely to expand bank credits to any extreme degree; 
for in large part this issue will be necessary merely to make reim- 
bursement to the banks for funds already loaned the government 
through the medium of short-term interim certificates. In so far 
as the banks do subscribe to the next issue, they will to a large 
extent merely receive a new form of a government promise for the 
maturing interim certificate. But this will not be true of future 
bond issues, which must be floated, even if not offered directly to 
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the public. To the extent that people have come to regard the war 
crisis as over and have ceased saving, these issues must be absorbed 
by the banks and financial institutions and will thus work in the 
direction of increased bank credits. 

Furthermore, it is not likely that the Reserve Board will view 
with equanimity any expansion of credit that causes reserves to 
approach much closer to the minimum set by law. While the 
writer believes that the reserve system’s rediscount policy has been 
unduly liberal in the past, there are now signs that the administra- 
tion is becoming more conservative. For in the past year, despite 
enormous gold accumulations, the board has witnessed a reduction 
of 12 or 13 per cent in its reserve percentages. Another year of 
such rapid expansion of bank credit would have left little margin 
over the legal minimum. 

It cannot be emphasized too strongly that these reserves are 
ultimate reserves. They constitute the foundation which sup- 
ports the weight of a large part of the country’s credit structure. 
They must be guarded most carefully. The minimum figures 
set by law may not prove ample. In normal times it has not been 
at all uncommon for the reserve of the Bank of England, for which 
law sets no minimum, to exceed 4o per cent. And the Bank of 
France’s reserves have often surpassed 60 per cent. 

There is a considerable amount of gold in the country not in 
the vaults of the reserve banks, and some means may be found to 
gather in a considerable portion of it. In the past we have grown 
accustomed to witnessing almost weekly increases in the reserve 
system’s gold holdings. Owing to the fact that such gold permits 
the several-fold extension of credits to the member banks, which 
credits in turn may be counted as a part of the reserves of member 
banks, any concentration of gold in the reserve system’s reservoirs 
increases many fold the possibilities of credit extension to the public. 
But we must not overlook the fact that there are at least possibilities 
of a future drain upon this gold, and that any decrease in the gold 
holdings of the reserve system will result in an equally great limita- 
tion upon our ability to extend bank credit. This drain may be 
either an external or an internal drain. Let us consider first the 
possibilities of a foreign drain upon our gold. 
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During the war the embargo upon gold has prevented us from 
squaring our indebtednesses to many of the neutral countries by 
shipments of metal. As a consequence such countries as Argentina 
and Spain and the northern Scandinavians have acquired such 
large quantities of dollar credits that exchange rates have moved 
against us, in some substances, to points far below the normal gold 
par. As a permanent situation a depreciated dollar exchange 
cannot be tolerated, both because of its adverse effect on our future 
position in international trade and because of the immediate losses 
to our importers and exporters. In the past we have witnessed 
many difficulties in the endeavors to stabilize exchange by requests 
for foreign credits. In the immediate future shipments of goods are 
not likely to be in such quantities as to restore the dollar to its 
normal gold par in these countries. The permanent solution may 
quite conceivably demand heavy shipments of gold. 

Any interior drain upon the reserve system’s money supply, if it 
occurs, will take the form undoubtedly of redemption of the Federal 
Reserve notes. These have now been issued to a quantity approxi- 
mating two and a half billions of dollars. Member banks have 
been induced to accept them because for counter money purposes 
they are as good acurrency as any. But they cannot be counted as 
part of the member bank’s legal reserve. In no respect will the 
holder consider them a currency superior to gold certificates. Dur- 
ing the war appeals to patriotism may have been important in 
inducing the member banks to accept them. While the writer does 
not deem it probable, it is quite conceivable that the situation 
may arise in which the holders of these notes may demand their 
redemption in extremely larger quantities. Such possibilities, 
at least, must be guarded against." 

As to the assertion that future demands for credit will be less 
intense because of lowering prices, the writer is willing to express 
partial agreement. But falling prices, to the extent of their decline, 
will necessitate new loans. The weakened market will bring 
to many great reluctance to dispose of large quantities of their 
products, and there will be created in this way demands upon the 


*Cf. H. L. Reed, “Credit Expansion under the Federal Reserve,” American 
Economic Review, June, 1918, pp. 270-82. 
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banks to carry such previous borrowers over the period of difficulty. 
In other words, the number of renewals will tend to become larger. 

Predictions that money rates will become extremely low in the 
immediate future do not, therefore, appear to be justified. It is 
unfortunate that this is the case. The credit policy of the Federal 
Reserve Board will be condemned no doubt by most future his- 
torians. Inflation of credit during the war, by raising prices and 
thence entrepreneurs’ profits, rendered it all the more difficult to 
transfer labor and materials to war industries. So far as reliance 
was to be placed upon financial measures, restriction of credit to 
peace industries would seem to have been the desirable method. 
But as it was, in order to obtain labor and materials for the ship- 
yards and munitions plants, the already inflated rates in non- 
essential industries had to be exceeded. 

The time for credit expansion would seem to be now, after hos- 
tilities are over, rather than in the war period. If our gold had been 
husbanded carefully we could extend credits now most liberally 
to foreign countries and thus hasten the process of reconstruction 
abroad as well as build up new markets in oriental and South Ameri- 
can countries. With plenty of gold New York could make the 
attempt of London to regain its former pre-eminent position in 
international finance, if not hopeless, at least extremely difficult for 
years tocome. But as it is, foreign credits must now be somewhat 
restricted because prices have been adjusted at home to higher 
levels." 

From the standpoint also of domestic industry we could gain 
by inflation now. The tonic stimulus of high commodity prices 
and high money wages are well known. But the time to admin- 
ister this tonic is when it is desired to expand rather than to con- 
tract the operations of peace industries. We need easy money 
rates now to secure the speedy return of labor into industry. We 
suffered by having easy rates when we wanted to get labor out of 
peace industries. 

Professor Moulton has recently developed some conclusions in 
regard to the formation of capital or indirect goods from which one 
might infer the need for inflation now, rather than during the period 

™Op. cit., pp. 281-82. 
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of hostilities.‘ He states that the production of indirect goods takes 
place most largely in periods of heavy rather than in periods of 
light consumption of direct goods. Lessened consumption of 
direct goods may destroy the profit possibilities in the production 
of the indirect. It is not from thrift or individual saving that the 
bulk of the investment funds have been obtained in periods of 
rapid construction of equipment goods. In large part such funds 
have represented the expanding credit grants of commercial banks. 
The labor for the production of the indirect goods must not be con- 
sidered so much a subtraction as a virtual addition to that utilized 
in the production of direct goods resulting from less unemployment 
and more enthusiasm on the part of both the entrepreneur and the 
laborer. ’ 

At the present time inflation would furnish a means for obtaining 
the funds for the production of indirect goods, and the necessity 
of increasing our production of indirect goods is relatively much 
greater now than in most periods prior to the outbreak of the war. 
The sacrifices of war have of course lessened our production of both 
direct and indirect goods for peace purposes. But the lessened 
demand for many of the perishable goods that furnish direct enjoy- 
ment is water that has passed under the mill; it will never affect 
the future course of production. This cannot be said in such large 
degree of durable equipment goods. Buildings not repaired, roads 
not constructed, machinery allowed to depreciate, represent in- 
creased demands on future production. With larger bank reserves 
the liquid capital necessary for the production of these durable pro- 
ductive agents could be obtained and rising prices for consumption 
goods would stimulate entrepreneurial seizure of opportunities for 
the creation of the indirect. 

The sudden termination of hostilities left us, however, in a 
stronger reserve position than we had any right to anticipate, and 
accordingly the mistakes of our financial administration will not 
bear so heavily upon us in the reconstruction period. With con- 
servative management present bank reserves should prove sufficient 
to prevent any serious lapse of business confidence so far as liquid 


* Cf. Harold G. Moulton, ‘‘Commercial Banking and Capital Formation, IV,” 
Journal of Political Economy, November, 1918, pp. 869-864. 
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capital is concerned. But money rates will be higher and recon- 
struction will be more difficult than need have been the case. 

With organized labor insisting that there shall be no reductions 
in money wages even at a time of falling commodity prices, and with 
the constant return of many soldiers from the field and camp and the 
release of many others from the munitions factories, the seriousness 
of the labor situation cannot be overestimated. But the fact that 
labor officials are insisting so strenuously that the old standards 
shall be maintained shows at least that in the main the general 
advance in money wages is at an end. And in many cases virtual 
reductions in money wages may be accomplished more easily than 
is often surmised. In many industries the apparently fabulous 
wages have depended largely upon the high rates for overtime. 
These last hours, both because of the fatigue of the laborer and the 
extra rates, have been the expensive hours to the employer. With 
less overtime employment there may be an actual if not nominal 
reduction in wage outlays, and each dollar expended should repre- 
sent greater productivity than in the past, even though hourly 
rates are not reduced. 

Now and then we even hear of voluntary acceptances of wage 
reductions by the laborers themselves. Such cases, however, 
have been rare. They have been confined chiefly to industries 
where the employees have had the utmost confidence in the fairness 
of the employer, and where the employer could demonstrate easily, 
possibly because of definite contracts tendered him, his inability 
to offer employment at the old rates. 

There is at least one respect in which the present situation is 
more hopeful than in most previous periods when expanding busi- 
ness has bred the forces of depression. On the eve of the depression 
we have found usually that activity in industry has created not 
merely higher wages for labor, but has also called into steady 
employment the most inefficient of the workers. Further expan- 
sion, in so far as it depended upon labor considerations, would be 
costly both from the standpoint of wage outlays and results 
achieved. ‘This has served to check further industrial activity. 
But, at the present time, the situation may be far different. Many 

of the returning soldiers represent the most efficient part of our 
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labor force. At least from the standpoint of endurance and physical 
strength they represent a selected class. Habits of discipline ac- 
quired in the service may stand them in good stead. It is with 
such as these that the worker who has remained in peace industry 
must compete, and if an expansion in industry can be engineered the 
employer will not be so handicapped by the necessity of offering the 
high wages for incompetent labor. The worker may soon learn 
that inefficiency cannot be tolerated, that jobs are not overplenti- 
ful. Many of the evils evidenced by the figures of the exceedingly 
rapid labor turnovers of the past year should at least be mitigated. 
High money wages, even when prices fall, are not impossible if 
labor works on a high plane of efficiency. 

Offsetting these considerations, however, are the possibilities 
that the life of the soldier has created in him an unwillingness to 
do steady work in monotonous tasks and he may not find it easy 
to find employment in the position for which he is best fitted and 
trained and which he was forced to abandon by the call to arms. 

The writer does not wish, of course, to record any lack of sym- 
pathy with the aims of labor. But it must be recognized that under 
our present system the problem of speedy and effective reconstruc- 
tion depends primarily upon the attitude of the private entre- 
preneur. It may or may not be fortunate that industry is thus 
dominated. But we are forced to make predictions of the immedi- 
ate future of industry from the standpoint of its present control. 

Will the manufacturing entrepreneur regard the present costs 
of raw materials as forbidding? There is no doubt that the high 
prices of materials and the prospects of future drops are creating 
grave uncertainty at the present time. Efforts to stabilize such 
prices, to get quickly to rock-bottom levels, have thus far proven 
unsuccessful. Shortly after the signing of the armistice terms there 
was a sharp decline in the prices of many such materials and the 
producers announced that the lowered quotations were given 
to remove uncertainty or, in other words, to get quickly to the 
lowest possible levels. To convince the manufacturers that there 
would be no lower figures many producers announced that the re- 
duced prices were minimum prices; that rather than sell below these 
tkey would suspend production. In the case of the monopolized 
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industries it is conceivable that such control of production might 
have been realized. But later events tended to disprove many of 
these assertions. In many lines the prices at first announced as the 
irreducible minima have been superseded by still lower quotations. 
We hear from time to time that certain government measures are 
being contemplated in the hope of stabilizing immediately the 
prices of the more important materials of production; but it does 
not as yet appear that the governmental machinery for realizing 
these purposes can be adequate. For some months, at least, uncer- 
tainty must continue to prevail regarding such prices. 

What now about the markets for the entrepreneur’s products ? 
Are they in such a condition as soon to call forth a quickening of 
business activity? Let us consider the domestic markets first, 
because domestic sales greatly exceed the volume of foreign trans- 
actions and because in domestic trade the buyer and seller, the con- 
sumer and producer, both reside in this country. 

In many ways business can point to the domestic market situa- 
tion with a feeling of optimism. During the war, either through 
motives of patriotism or through governmental compulsion, con- 
sumption of many products has been restricted and reserve stocks 
seriously depleted. Shoes and clothing have been worn longer, 
the manufacture of pleasure automobiles has been limited be- 
cause of the army’s need for trucks and tanks, public building has 
been almost suspended except when necessary for war purposes, 
road-building plans have been abandoned, and even the pro- 
duction of farm tractors and agricultural machinery has been 
curtailed. In most of the metal-producing industries the war plant 
has been given the preference. In contemplating these markets, 
therefore, the entrepreneur becomes enthusiastic. For here are 
new markets, new demands to be satisfied. 

This enthusiasm would no doubt be justified if the entrepreneur 
could point to a scarcity in his product at a time when there is an 
abundance of other goods. But is it a real occasion for rejoicing 
to find so many stocks depleted? Is not the business man reason- 
ing from the particular to the general in an incorrect way? Is it 
not true that, while it may be a good thing for a single entrepreneur 
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to find a scarcity in his line, it would not be well to find a scarcity in 
all lines, for general scarcity means poverty and an impairment of 
our common well-being ? 
Nevertheless, the writer feels that the business man’s conclu- 
; sions are not altogether incorrect. Within certain limits his opti- 
mism appears to be justified. This belief may be substantiated on 
the following grounds: 

1. The demand for goods which have been commonly and custom- 
arily consumed may be gauged much more accurately by the 
E entrepreneur than the demand for quality goods which depend 
largely upon style and taste. 

2. It is better that, for the present, production should be devoted 
largely to goods the demand for which can be predicted most 
accurately. 

3. It may be better to have continued production and a full 
use of our labor resources from a starting-point of scarcity than 
interrupted production and partial unemployment beginning with 
a period of relative plenty. 

4. Particularly from the standpoint of the psychology of the 
worker, an adequate system of distribution which follows full 
employment soon reacts upon production. 

The basis for the first reason is, I believe, obvious. The ele- 
mental and more essential wants may be much more accurately 
appraised than the more refined wants, wants which appeal largely 
to personal tastes. Past experience has taught much regarding 
the extent of the market for necessaries, regarding methods of 
marketing such goods, regarding the technique of their production. 
In the creation of the more staple goods mistakes are not nearly so 
probable. But new styles and superfine fashions are fleeting and 
seductive, refined amusements may not please, the people may lose 
interest in the higher goods. If such mistakes are made, production 
is greatly disturbed, labor violently upturned, and poverty and 
want follow even at a time when the warehouses are stocked with 
finished goods and factories glutted with partly worked raw materi- 
als. A steady demand and full employment are necessary to insure 
a continuous flow of society’s products into the hands of the people. 
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If, on the other hand, there are known to be deficits in the more 
elemental wants, industry is not bewildered by the choice of oppor- 
tunities, the investor not confused by the appraisement of so many 
unknowns, and the labor and capital resources of the country may 
be completely and steadily utilized. Steady employment of labor 
prevents any serious slack in production and gradually new demands . 
and new industries are created. There will not at least be the 
spectacle of vast wealth in the factories, on the machines half 
completed, while at the same time no adequate means can be 
found of getting the most essential goods into the hands of the 
masses. Ina short time the wealth of the people through the more 
complete utilization of their productive resources may far surpass 
what it would have been had there been an initial point of plenty 
but continued maladjustment of production. 

A people without steady employment soon develop habits of 
thought, habits of living, habits of work absolutely inconsistent 
with efficient production. Undoubtedly the worst possible situa- 
tion now would be that in which the unemployed from the army 
and the munitions plants should find themselves unable to obtain 
the necessaries of life at a time when production is largely devoted to 
the satisfaction of relatively superfluous wants. The problem of 
preventing violent labor disturbances will be sufficiently difficult 
without this apparent proof of the injustice and planlessness of the 
present economic system. 

The writer believes, therefore, that the problem must be viewed 
primarily from the standpoint of the entrepreneur, that in a time 
when a great redistribution of the labor force is inevitable we must 
regard as favorable all factors which render more easy the choice of 
opportunities. If this is true the present scarcity in so many 
products of common consumption is, within certain limits at least, 
an encouraging rather than a discouraging factor. We should 
regard the annual production of society as of greater importance 
than the inherited accumulations of the past. 

Nevertheless, it is easy to exaggerate the effects of past economy. 
So far as the objects of such abstinence were perishable products, 
future demands will be to a large extent uninfluenced. Unsatis- 
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fied desires of the past may never affect future prices; gorging 
today will not relieve the hunger of yesterday; and past economy 
may have induced habits of thrift, habits of saving, that will not 
soon call forth the full measure of our productive energies. 

To a marked extent the economies of the war period have been 
in fields controlled by public authorities, such as work on the roads, 
on public buildings, on various utilities. It would seem as if these 
economies soon must result in large demands for labor. But in 
peace times such expenditures are controlled by municipalities and 
states to a greater extent than by the federal government. The 
present state of the federal government’s finances, furthermore, will 
render difficult the development of any comprehensive national 
policy for solving the unemployment difficulty. States and cities 
will be discouraged in quite the same manuer as private enterprises 
by the prevailing high costs of labor and materials. It may be that 
the various cities will take pride in preventing unemployment with- 
in their jurisdictions, and regard such unemployment as their own 
responsibility. But even at this early date there are evidences 
that municipalities will find it most convenient to thrust responsi- 
bility upon some other body. Daily we read that the cause of 
unemployment in this or that city was the failure of soldiers to 
return to their places of original induction. Some other city, 
therefore, is responsible for the unemployment of these men. 
Everywhere there will be great reluctance to float new loans or to 
increase taxation. Much will be heard of the high burden of 
present taxation. It will be forgotten that taxes taken out of the 
pockets of one increase the revenues of another. 

As regards foreign markets even the most pessimistic of present 
predictions may not serve to prevent disappointment in the near 
future. There is of course no question as to the need for our prod- 
ucts by the belligerent countries of Europe to rehabilitate their 
ravaged districts and to repair run-down factories and machinery. 
But for the present they will limit their demands probably to 
what they will regard as absolutely indispensable for immediate 
needs. These countries, unlike our own, have not recently wit- 
nessed any such remodeling of their banking systems as to leave 
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their money markets in an easy situation. In Europe high prices 
and strained credit have gone hand in hand. The Bank of Eng- 
land’s reserve has fallen during the war from more than 50 to less 
than 20 per cent. Inflation in other European belligerent nations 
has proceeded to even greater degrees. 

But it is argued that if the war had continued these countries 
would not have hesitated to expand their credits still further. 
Why, then, should they now cease buying in view of the necessity 
for speedy reconstruction? ‘The answer is that all of them have 
seriously endangered the gold bases of their currencies and credit 
and have undoubtedly resolved to terminate this policy immedi- 
ately upon the arrival of peace. The Bank of England can no longer 
be said to control the foreign exchanges. The virtual prohibition on 
gold exports has placed it at the mercy of foreign loans to stabilize 
the exchange. Sterling exchange fell well toward $4.50 before it 
was pegged at $4.76 by credits obtained here. Even at $4.76 the 
pound sterling is far below its normal gold par. 

This is not a welcome state of affairs for a city that has so prided 
itself on being the world’s financial center and has realized such 
large profits because of the gold stability of its credits. Recently 
a parliamentary commission on foreign exchange has stated that the 
Bank of England must undertake immediately the task of restoring 
the gold basis of sterling credits. It pointed out that until this 
was accomplished London could not hope to regain its former posi- 
tion as holder of the world’s purse strings. England, therefore, must 
develop its export trade or curtail its import trade as soon as pos- 
sible. In line with this injunction it is not surprising that Great 
Britain has made recent use of the embargo to restrict imports. 
Similar considerations hold for the other European belligerents 
with whom the losses due to the current rates of foreign ex- 
changes are even greater. 

The European belligerent countries might not be so reluctant to 
buy from us if they could do so on the basis of long-time credits. 
For the time being greatly enlarged short-time credits are out of the 
question. But with long-time credit they might reason that they 
could purchase raw materials and machinery here, thus increasing 
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their own ability to export, and have ample time in which to make 
repayment. 

But who is to extend such credits? During the war our govern- 
ment has placed part of the proceeds of taxation and bond issues 
to the credit of our allies. This method may become unavailable 
to any great degree in the future. If so, some method must be 
devised for obtaining such credits from our investing or banking 
public. During the war we have become somewhat acquainted 
with the issues of European governmental bodies, and for such 
securities a good market here may soon be developed. But as 
for the stocks and bonds of foreign industrial concerns not so 
much can be said. As yet our investing public is not sufficiently 
acquainted with European industrial issues. 

Since the establishment of the Federal Reserve System, serious 
efforts have been made by the financial interests of this country to 
develop trade with South American countries. Only recently the 
National City Bank has announced the establishment of several 
additional branches in these countries. Literature emanating 
from New York City banks shows that efforts to acquire markets 
in these countries are being made with redoubled energy. But for 
the immediate future not too much can be expected. We were 
only beginning to develop these markets on a large scale when we 
became involved in war and our efforts in that direction were neces- 
sarily interrupted. 

Even though on a somewhat restricted scale such welcome 
surprises as we find in foreign trade are most likely to be with the 
non-belligerent countries of Europe, Spain, Switzerland, and the 
Scandinavians. These countries find themselves in a favorable 
money position. During the war they have expanded their freign 
trade industries and the exchanges have been constantly in their 
favor. They have accumulated such large dollar credits that they 
need not have the same fears of buying on the short-time payment 
plan as have the European belligerents.* 

All in all, the immediate future seems very dubious. There is 
grave uncertainty as to labor conditions, as to markets, as to future 


* Cf. H. L. Reed, ‘Senator Owen’s Proposal to Stabilize Foreign Exchange Rates,” 
American Economic Review, September, 1918, pp. 661-73. 
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prices. During the war industry has been intoxicated with high 
prices and easy credits. It seems probable that in many im- 
portant industries prices and wages must fall still further before 
the industrial recovery can begin. Business has not yet settled 
to a normal and stable basis. 

In view of our fairly large bank reserves there will be no panic. 
Were it not for these the present situation would be alarming. 
That the surplus reserves have not vanished, however, is due to 
no merit of our financial administration. With another year of 
hostilities they would have closely approached the minimum set 
by law. 

It is worth while to take note of every factor which points toward 
financial security these coming months. One such factor is the 
present state of the security markets. On the basis of present 
earnings prices of many stocks are now so moderate as to indicate 
that the possibilities of future declines in dividends have been 
generously discounted. In this respect the present situation bears 
some analogy to that existing at the close of the Civil War. Then 
so many were convinced that a panic was inevitable that their con- 
sequent caution prevented such an outcome. 

What remedies would the present situation seem to suggest in 
order to avoid the evils of unemployment? Many measures of 
small detail can and will be employed for the purpose of 
preventing the distress of those without work. But a sudden and 
complete cure does not lie within present reach. The only ade- 
quate preparation for reconstruction was a control of credit in the 
war months which would have rendered the present a favorable 
rather than an unfavorable time for industrial expansion. Such 
control we have not had. If during these coming months large 
numbers of unemployed walk the streets of our cities, if strikes 
and labor troubles abound, if Bolshevism stalks in violent guise, we 
have only ourselves—or, more precisely, those who have dominated 
our financial policy—to blame. 

H. L. REED 


CoRNELL UNIVERSITY 





THE WAR HOUSING PROGRAM AND ITS FUTURE 


The government has invested between $150,000,000 and $175,- 
000,000 in its assumption of responsibility for the living conditions 
of industrial workers during the war. Of this about two-thirds 
has gone into the acquisition of land‘ and the actual construction 
of housing and miscellaneous community accommodations of some 
permanency. ‘The rest has been expended in supplementing local 
transportation, emergency conversion of existing housing facilities 
and the like, expedients more temporary in character. So far as 
practical activity is concerned, the efforts involved in this program 
occupied a period of only ten months, and the greater part of them 
were included in the six months from the middle of May to the 
middle of November, 1918. 

The most obvious comment on these facts emphasizes the com- 
parative insignificance of this outlay in the face of the billions spent 
by the United States on the war as a whole and the corresponding 
expenditure on housing by European nations, as witness the more 
than $700,000,000 invested in housing for workers by Great Britain 
even prior to 1918. Closer scrutiny prevents so casual a dis- 
missal of the subject, for two main reasons. First, the whole 
story of the origin of the war housing problem and its treat- 
ment offers one of the best available cross-sections of national 
war effort in its relation to industrial problems; and, second, 
through government intervention, for the first time in our national 
history an effort has been made to deal with industrial community 
life in accordance with a carefully planned and liberal-minded 
policy. True, any general social purposes in the administration 
of the work were largely subordinated to the object in view—the 
prosecution of the war; but it is this very fact that gives the govern- 
ment’s policy its real significance. The war has emphasized as 
never before the vital relation of decent living conditions to pro- 
duction, and whatever the immediate disposition of the projects 
undertaken this lesson can hardly fail of some effect. 

* Roughly perhaps $100,000,000. 
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The war housing problem was only one of the many lessons 
in practical economics thrust on a somewhat unsophisticated and 
flustered nation by the early months of the emergency, but in 
many ways it is the most typical of them all. It demanded a 
national policy, a program, and an administrative machine where 
none had existed; it was in every sense the assumption of an entirely 
new national responsibility. It demonstrated clearly through the 
long delay consumed before effective action was secured the slug- 
gish and inelastic character of American governmental machinery. 
It was unforeseen, forcing itself on the consideration of the govern- 
ment, and it was so distinctly a product of the emergency that 
in all probability it would never have presented such an acute 
war problem, certainly not in the first year, had not the govern- 
ment’s own policy greatly augmented its seriousness. 

Before discussing the government’s attitude toward the question 
and the policy it adopted, it will be well to glance briefly at the 
housing situation in the United States and see just how the problem 


arose. 
THE HOUSING SITUATION IN IQI7 


One of the members of a British mission, which visited this 
country late in 1917, when asked to give some information on hous- 
ing problems, expressed great surprise that the United States, 
with its natural resources in building materials and its territorial 
extent both infinitely larger than those of Britain, should have a 
housing problem which could not be met adequately by the com- 
munities concerned. It was an unconscious reliance on the same 
general considerations, vaguely realized, which caused the nation’s 
difficulties. 

The facts were these: For several years experts have been 
regarding the industrial housing question in the United States 
with growing alarm. The construction of workmen’s houses is 
an undertaking which is peculiarly liable to abuse if left entirely 
to speculative treatment because of the limited rents which can 
be charged working-class tenants, and it is decidedly significant 
that the United States is the only modern industrial nation which 
had not prior-to the war taken some steps to give community aid 
to the solution of the problem. Many voluntary organizations 
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had been attempting to direct attention to the serious dangers 
of congestion, overcrowding, bad construction, and all their attend- 
ant evils even before 1914, but without securing any adequate 
attention to the need for treatment of the subject as a specialized 
problem. 

Against such a background the outbreak of hostilities in 1917, 
with its tremendous demand for building materials and workmen 
for strictly war needs, such as the construction of cantonments, 
arsenals, munition plants, ships, and the like, made the building 
even of the most flimsy workmen’s houses an extremely risky 
undertaking. The difficuity of obtaining materials and men was 
soon further augmented by federal restrictions. A certain numbe1 
of more farseeing employers of the larger class were undertaking 
some house construction, but employers in general had their 
capital so completely occupied in plant expansion and transforma- 
tion that this source offered no real solution. The United States 
Housing Corporation, the agency which later assumed the adminis- 
tration of the government’s general housing policy, estimates that 
the annual expenditure for workingmen’s houses was cut in 1917 
to 10 per cent of the normal. 

Against this startling decrease in supply of all houses, good or 
bad, must of course be set off a very distinct decrease in the 
aggregate demand through a falling off in immigration and espe- 
cially through the large number of men from the industrial ranks 
that were called to the colors. Indeed, if quality is disregarded— 
and it is unquestionable that a great deal of existing housing 
was not of a character to promote efficient production—it is 
probable that the aggregate shortage in housing during the war 
has been distinctly less than the apparent shortage. 

Strictly from the point of view of emergency war demands, 
the crux of the problem lay mainly in a dislocation of population 
due to an extremely abnormal distribution of the labor supply, 
which produced congestion in housing conditions in the Northeast 
and Middle Atlantic states, with a partly corresponding surplus 
in other sections of the country. 


‘It is improbable that this surplus was wholly sufficient to have taken care 
of the congestion even under a better balanced scheme of distribution of war pro- 
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The causes of this abnormal distribution were three: the 
concentration of allied contracts in the eastern states in the years 
before the United States entered the war, due chiefly to their 
proximity to seaports; the emphasis on these same centers in 
the distribution of American war orders because of their apparent 
advantages in plant expansion; and finally the location of new 
shipyards at points remote from existing housing facilities. For 
the first, of course, the government was in no sense responsible, 
but the second a more carefully planned allocation of war orders 
would have minimized, while it is probable that the third might 
have been somewhat alleviated by more careful attention to the 
needs of the labor supply. 

Disregarding for the moment the responsibility, October, 1917, 
six months after the war began, found this condition existing. 
Wages in eastern munition plants and shipyards were high. Work- 
man were drifting into towns like Bridgeport, Bethlehem, and 
Sparrows Point, attracted by the money, working for a few days, 
and then, unable to find living quarters, drifting away again. 
The turnover, with its consequent loss of efficiency, was enor- 
mous, averaging in many places from 200 to 300 per cent.* 
It was not at all an uncommon thing to find output cut 30 to 50 
per cent by lack of housing in the munitions community. 

In the face of these inroads on the war production program, 
retrospect makes it seem somewhat strange that the government 
had not already discovered the cause and taken active steps to 
remedy the difficulty. The reasons are two: first, the national 
lack of appreciation of the complexity of the production problem, 
disregard of the labor factor, and above all the absence of adequate 
machinery for obtaining the facts in the industrial situation; 


duction. Investigations by the Division of Surveys and Statistics of the Housing 
Corporation have, however, demonstrated conclusively the existence of a surplus 
of facilities in several mid-western towns, notably Portsmouth, Ohio; South Bend, 
Indiana; and Michigan City, Indiana. Informal surveys have established the same 
facts in other places. 

‘The figures used are those of the Housing Corporation and expert witnesses 
before congressional committees. They are probably over-conservative. It must be 
remembered that lack of housing was not the only cause of turnover, but in most cases 
it was the strongest contributing factor. 
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second, the lack of single responsibility for the housing problem, 
at bottom only one phase of the absence of central control over 
production. 

To understand these two basic weaknesses is reaily to understand 
the alpha and omega of the mistakes in the government’s whole 
industrial policy during the first year of the war. 


THE BUREAUS AND THE HOUSING PROBLEM 


Throughout the first six months there were at least six impor- 
tant government bureaus’ in the field for munitions of various kinds, 
each of them responsible for its own policy, each vying with the 
other in obtaining materials, and none of them apparently consider- 
ing in any effective sense the basic industrial elements which must 
be properly handled to secure anything like continuity of produc- 
tion. The government, if the production bureaus can be discussed 
collectively, tended to see the problem only as one of distribution 
of contracts.? The fulfilment of these contracts was left very largely 
to the hurly-burly of peace-time competitive methods in the face 
of an abnormal industrial situation. Generally speaking the 
individual manufacturer was thrown a contract and left to solve 
his own industrial problem, both as to materials and man power. 
Without a central planning scheme even the distribution of con- 
tracts went on in patchwork fashion, each contracting bureau 


* Ordnance, Quartermaster, Signal Corps (Air Service), Medical Corps, in the 
War Department; Bureau of Supplies and Accounts and Marine Corps, in the Navy 
Department; and the Emergency Fleet Corporation. 

2 Some of the testimony before congressional committees on the housing situation 
throws a side light on the early confusion in Washington in the purchasing bureaus. 
For instance, Philip Hiss, chairman of the Housing Section of the Committee on Labor 
of the Council of National Defense, testifying before the Senate Committee on Com- 
merce on January 11, says: “‘Why didn’t the government know about this thing we 
have been talking about for six months [i.e., housing conditions]? I will answer 
that in this way: I have no criticism to make of the government. One of the generals 
before us [in an investigation by the Housing Committee] was asked by me, ‘ General, 
why didn’t you know this?’ ‘Well,’ he said, ‘possibly I ought to have known it, but 
all of a sudden a hundred times the work I had was placed on my shoulders. I have 
had 96 clerks; I have asked for 5,000. I was given 192-96 more. I have 1,875 
clerks now and am going fast toward 3,000. I was working twenty hoursa day. We 
had to organize, and we had to attend to the thing that was right on the desk before 
mm 
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placing its own work wherever it thought the plant facilities the 
best. The result was the congestion already mentioned. 

The reasons for the sectional concentration are perfectly obvious 
and if considered by themselves would have been valid. The only 
manufacturers in the United States who had had experience in 
making modern munitions were those who had been doing this work 
for the allied governments. Naturally the first thought of the men 
responsible for the production of American munitions in the early 
days of turmoil was that these manufacturers should be loaded up 
with all the additional work they could take and that other shops 
in their neighborhood could take advantage of their experience 
and develop more rapidly than plants in new districts. It is true 
that going plants can generally be expanded more efficaciously 
than new organizations can be created, provided they can get 
the men to work them. This last condition was almost wholly 
overlooked, and Bridgeport and its companion munition towns 
were filled to overflowing with plants, while lacking adequate 
living accommodations for their employees.” 

When it is stated above that no effective unification of control 


had been effected, it is not meant to imply that sincere efforts 
were not being made to bring order out of the chaos, and not without 


* While it is probably safe to assert that in the aggregate the benefits of a wider 
geographic distribution of war orders in accordance with the existing labor supply 
would have outweighed, from the point of view of production results, the apparent 
initial advantages of the munition towns, this is not equivalent to saying that it was 
not necessary to concentrate in certain localities in the case of certain specialized forms 
of war supplies. For instance, see the testimony of Admiral Rousseau on February 
11 before the House Committee on Labor with regard to the limited facilities for build- 
ing destroyers, and the similar testimony of Mr. G. H. Dorr, representing the War 
Department, regarding the location of explosive plants. In the latter case, where 
the work was started after some sad experience with the housing difficulty in other 
places, some effort was made from the beginning to provide in advance for living accom- 
modations for the workmen. Despite this necessity for concentration in excess of 
existing housing facilities in some instances, the fact remains that to achieve the 
purpose in view, production, housing had to be provided, and that in most places no 
effective action was taken until its absence had crippled output for many months. 
If the situation were to be met adequately either one solution or the other had to be 
accepted—either a wide distribution of work where living accommodations existed 
or an immediate emergency construction program where the contracts were actually 
placed. Generally speaking neither plan was adopted, and the only conclusion to be 
drawn is that the production problem was very imperfectly understood. 
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some amelioration of the confusion. These efforts were centered 
chiefly in the Council of National Defense, the only existing body 
where there was a chance of setting up a measure of central 
direction, although the Council’s power in the light of later develop- 
ments was wholly inadequate. By October a great deal of valuable 
assistance had been rendered the production bureaus by various 
branches of the Council, and something in the nature of an indus- 
trial clearing-house and priority system had been established by the 
General Munitions Board and the early War Industries Board’ 
which superseded it. Yet the influence of this body, while good 
so far as it went, was far from controlling. There was still no 
really concerted planning in the distribution of contracts, even had 
it been possible then to avert the housing difficulties already magni- 
fied by the mistakes of the first six months. 

What the bureaus and the entire government lacked perhaps 
more than anything else in their efforts to secure effective and con- 
tinuous production was machinery for collecting, digesting, and 
interpreting information about industrial conditions throughout 
the country, both for initial use in placing contracts and for follow- 
ing up production.? Of the need for effective assistance of this kind, 
which seems now so self-evident, the bureaus seem to have been, 
almost to the end of the war, largely oblivious. It was to a con- 
siderable extent the lack of such machinery that caused the govern- 
ment’s delay in appreciating the effects on output of the housing 
and general industrial community situation. 


THE FIRST INVESTIGATIONS 


Sufficient evidence, if other were wanting, of this lack of 
effective fact-gathering machinery in the production bureaus, is 
found in the source from which information as to the loss in pro- 
duction from housing conditions first reached responsible ears. 
Essentially it came from the labor movement itself. Late in 
June, 1917, Mr. Philip Hiss, a New York architect, who had been 

*See C. N. Hitchcock, ‘‘The War Industries Board: Its Development, Organi- 
zation, and Functions,” Journal of Political Economy, XXVI (June, 1918), 545-66. 


2See Report of the Division of Statistics in the Second Annual Report of the 
Council of National Defense. The Director and the Advisory Commission of the 
Council were alive to the need. 
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appointed chairman of a subcommittee on housing of Mr. Gompers’ 
Committee on Labor of the Council of National Defense, acting 
very largely on his own initiative and paying his own expenses, 
began an investigation of industrial community conditions in 
various parts of the country. 

His report, while probably in itself not sufficiently exhaustive 
to constitute a basis of action, even had there been in existence 
a government agency authorized to act, did indicate clearly certain 
very alarming conditions. In due course of time it reached the 
Council of National Defense, and the Council’s response was to 
create a committee of its own, headed by Otto M. Eidlitz, of New 
York, to make a more thorough investigation and submit recom- 
mendations. It must be remembered in this connection that the 
Council, although it included in its membership the Secretary of 
War and the Secretary of the Navy, had itself no direct authority 
over the production bureaus, which were the agencies primarily 
concerned. 

By this time delays in production had made themselves suffi- 
ciently manifest to give the production departments more interest 
in the theory that lack of housing might be measurably responsible 
for inability to secure and hold labor and for delays in output, and 
this contributed to the attention paid the Hiss report. 

The Hiss investigation was completed in August; the Eidlitz 
committee was appointed in October. On October 31, after a 
thorough inquiry, it submitted a report urging summary action 
to remedy the situation. “ ... . It thus appears,”’ the report 
states, ‘‘that as long as present conditions are allowed to continue, 
each day that passes will be measured by a serious and perhaps 
vital loss in munitions. The committee feels that the existing 
emergency demands immediate action and is convinced that under 
proper safeguards the government should give quick financial 
aid to such industries or communities as can clearly demonstrate 
their right to relief. . . . . Some loss to the government may rea- 
sonably be expected, but the expenditure necessary to give relief 
is negligible when measured by the loss incident to delay in the 
execution of the vast war orders already placed.”’ Specific recom- 


mendations were appended. 
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Twelve days later Mr. Eidlitz was asked to investigate the possi- 
bilities of securing funds for housing in the existing appropriations 
of the War and Navy Departments and the Shipping Board. He 
found that although the War Department had authority to advance 
funds to manufacturers the conditions necessitated their return 
within too brief a period to make them of material service for 
housing purposes; that the Navy Department could do a certain 
amount toward solving the difficulty where destroyers or their 
accessories were being manufactured; while the Shipping Board, 
under existing legislation, had powers which could be construed 
as giving it authority to provide housing out of its general fund. 
This did not, however, solve the problem, especially in view of the 
fact that frequently the same plants were making munitions for 
all three agencies, thus raising the question of jurisdiction over 
any program. On November 24 Mr. Eidlitz submitted an addi- 
tional report in the form of a letter to the Secretary of War, as 
chairman of the Council of National Defense, informing him of his 
findings as to the availability of funds, again urging speed, and out- 
lining a program. 

The essence of his recommendations was the utilization as far 
as possible, by a policy of loans, of existing local organization and 
facilities for building, both because it was felt that the general 
temper of Congress and the public was opposed to governmental 
interference to an extent greater than absolutely necessary, and, 
most important, because the government had no administrative 
machinery for housing construction and it was realized that months 
would be consumed in its establishment. The real controlling 
factor in the mind of the Eidlitz committee was time. In the 
lack of government machinery as well as in character the problem 
differed from that in England, where a national housing policy 
and the machinery for carrying it out already existed. 


THE ABSENCE OF SINGLE RESPONSIBILITY 


This report was presented to the Secretary of War late in 
November. The housing problem, while still agitated beneath the 
surface, then dropped from the public view for more than a 
month. In this interim what was happening was about as follows, 
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remembering always that underneath the administrative history 
are many currents of human relationships which profoundly in- 
fluenced the results. , 

The Eidlitz report was conclusive enough evidence that the 
whole war production program was clogging for lack of housing 
and that something should be done immediately, but who was to 
do it? The individual bureaus were responsible for production, 
and therefore inferentially for housing, but none of them, appar- 
ently, had statutory authority to offer more than patchwork expe- 
dients for a situation that obviously demanded broad general action. 
Further, most of the seriously congested centers were making mu- 
nitions alike for the Army, the Navy, and the Emergency Fleet 
Corporation. Were all three to go to Bethlehem jointly and 
build houses, or was one of them to go there and build houses for 
the use of the other departments concerned? The whole question 
was wound up in a tangle of overlapping administrative and legis- 
lative jurisdiction. Of the three departments chiefly concerned, 
the case of the Emergency Fleet Corporation was the clearest, 
both as to powers and as to obligations, and the Corporation set up 


forthwith the beginnings of an organization to deal with housing 
with Mr. J. Rogers Flannery in charge. It did not for many weeks 
get beyond planning, however,? as in spite of apparent powers 
the Corporation was very loath to go ahead on an extensive pro- 
gram without specific congressional authorization. One of its 


* Prior to Mr. Flannery’s appointment the Fleet Corporation, through Admiral 
Capps, had appointed an Advisory Housing Committee, which had been conducting 
an independent investigation in co-operation with Mr. Eidlitz. Although this agency 
was subsequently absorbed by Mr. Flannery’s organization, for a time, such was the 
confusion, the Advisory Committee and Mr. Flannery were both functioning on the 
same problem in the Emergency Fleet Corporation without being really aware of each 
other’s activities! One had been appointed by one official of the Corporation, the 
other by a different one. 

2 This is not strictly true, as a housing project was started at Bristol, Pennsylvania, 
even prior to the inauguration of a formal housing department in the Fleet Corporation, 
financed by funds temporarily appropriated from the fund for building the plant. 

3 Admiral Bowles testified before the House Committee on Merchant Marine 
and Fisheries on January 25, in the hearings on the Shipyard Housing Bill, (a) that the 
Corporation had no power to acquire land without special legislation, (b) that if it 
were given power to requisition, which the bill included, it could save the necessity 
of building houses in many places. The Corporation had taken steps in several places 
to relieve the housing difficulty by aiding in the provision of transportation facilities 
to shipyards from nearby towns possessing living accommodations. 
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first steps was to’ prepare a bill, subsequently introduced in Con- 
gress, appropriating $50,000,000 for housing in the shipyards. 

Meanwhile the general confusion in labor policy was bringing 
about an agitation for a central war labor administration, and during 
December the housing problem was wound up in the conferences 
on this plan. The central administration was finally authorized 
by the President on January 4, on the recommendation of the 
Council of National Defense. The plan included general jurisdiction 
over housing and living quarters for workmen, and responsibility for 
the housing problem was therefore lodged in the Department of 
Labor, which the President designated as the agency for the ad- 
ministration of the war labor program.’ 


RESPONSIBILITY PLACED, BUT— 


The first essential for an effective solution of the housing problem 
was thus realized—a central agency was given jurisdiction over 
it. This agency had, however, neither funds nor administrative 
machinery for carrying out a program. The one had to be secured 
by congressional action, the other had to be created, and both 
promised to be lengthy processes. 

The larger part of January was consumed in planning the estab- 
lishment of the necessary administrative agencies of the War 
Labor Administration in the Department of Labor, a task performed 
by the Advisory Commission to the Secretary, appointed January 
16. The plan included a Bureau of Housing and Transportation, 
of which Mr. Eidlitz was subsequently asked by the Secretary to 
take the directorship. In this bureau it was intended to centralize 
and carry out the nation’s housing program. 

Given six months or a year to organize and the whole scheme 
would doubtless have become a well-oiled smoothly running machine. 
But the war wouldn’t wait, and the housing problem particularly 
was constantly crying louder for action. The production bureaus 

* Of the considerations which underlay this decision it is not necessary to speak 
here beyond pointing out that with no central control of production the Department 
of Labor seemed to offer the only possibility of reconciling the interests of the several 
production departments and establishing the common labor policy for which the need 


was so manifest. See L. C. Marshall, “The War Labor Program and Its Adminis- 
tration,” Journal of Political Economy (May, 1918), XXVI, 425-60. 
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had at last really awakened to its vital character. Especially 
was this true of the Emergency Fleet Corporation, which by the 
first part of January had introduced in the House its separate 
bill appropriating $50,000,000 for its’own needs without regard 
to those of the other departments. Pending action on this bill 
the Corporation was going ahead with certain projects, particu- 
larly one providing a thousand houses at Sparrows Point, on the 
basis of the authority it already possessed. 

In addition the Ordnance Department, the War Department 
agency most affected, was realizing its desperate need for action. 
Although there were legal difficulties in the way, it set up a housing 
organization in January and began a rather ambitious program of 
housing construction, loaning the necessary funds from its general 
production appropriation. Practically all its activity was under- 
taken at isolated explosive, nitrate, and bag-loading plants. Sixteen 
towns were started, the most extensive being Old Hickory, near 
Nashville; Nitro, near Charleston, West Virginia; Muscle Shoals, 
Alabama; and Hammondton, New Jersey. The construction and 
management of many of these projects were later taken over by 
the Housing Corporation when partly completed." 

At the very time that the Secretary of Labor was given the 
authority to assume jurisdiction over the war labor administration 
he was confronted with the fact that part of his new duties had 
already begun to run wild back into the old administrative turmoil.’ 


* Although as at first planned the plants for which these houses were constructed 
were to be converted to peace uses, it is probable that some of them may now be shut 
down, both plant and houses becoming losses, except for salvage. 

2On January 25 Grant Hamilton, legislative committeeman of the American 
Federation of Labor, went before the House Cominittee on Merchant Marine and 
Fisheries and asked them to suspend action or the pending shipyard housing bill 
until they had heard the Secretary of Labor on the general housing scheme. The 
testimony clearly indicates that neither the committee, nor apparently the Fmergency 
Fleet Corporation officials, had heard of or at least realized the significance of the 
President’s memorandum creating a war labor administration. 

At the same time Charles H. Whitaker, an outside expert witness, stated in his 
remarks to the committee: ‘I have been very much astounded that neither Mr. 
Flannery, Admiral Bowles, nor Mr. Cuthell seems to have any knowledge of the Advi- 
sory Council of Labor [Advisory Council to the Secretary] and the fact, if the English 
language is at all clear, that all matters relating to housing have been placed under its 
jurisdiction.” 

The incident is sufficiently illustrative of the general lack of team play among the 
different agencies of the government. 
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There were good reasons, however, for the Secretary’s unwillingness 
to be arbitrary about the matter. The Fleet Corporation unques- 
tionably needed houses badly; it had an organization partly built 
up, while the Department of Labor had not; it seemed impossible 
to justify any step that would cause further delay in construction. 
Yet meanwhile a separate bill had been prepared by the Department 
of Labor with the support of the Army and Navy authorizing the 
President to spend $100,000,000 for war housing purposes, with 
the idea of thus making funds available for the Department of 
Labor. 

Various expedients of consolidation were considered, consuming 
several weeks, during which the situation was further complicated 
by the discovery that the Treasury Department was considering 
entering the industrial housing field through its War Finance Cor- 
poration. The tangle was finally ended by a conference decision 
of the departments involved that to save delay Congress should 
proceed with the Fleet Corporation Bill as it stood and that a new 
bill should be introduced providing $50,000,000 for the general 
program, the two organizations to be consolidated in some form 
later under the general jurisdiction of the Department of Labor. 

No attempt will be made here to follow the various vicissitudes 
undergone by the two bills in their passage through Congress. 
With so much confusion of purpose and method in the administra- 
tive program, it is hardly surprising that Congress had at least 
as many different ideas as to the proper solution of the problem. 
Lack of previous accurate information on the needs, legislative 
distrust of administrative officials, desire to dictate the details 
of administration, general lack of concert between the legislative 
and executive branches, and the delays of legislative procedure, all 
contributed to the length of time consumed before the measures 
became law. 

The Fleet Corporation bill was finally passed and approved on 
March 1, 1918, the general housing bill not until May. The latter 
finally became law on May 16, authorizing in its final form a total 
expenditure of $60,000,000,' of which $10,000,000 was to be used 


* Both of the first appropriations were purely arbitrary, with no relation to the 
ultimate needs of the country if the war were to continue. 
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in the District of Columbia. This made possible the formation of 
the Bureau of Industrial Housing and Transportation in the Depart- 
ment of Labor, but it was still necessary to put through another 
bill, actually appropriating the money, and it was not until July 
25, practically a year after the Hiss investigation, that the funds 
authorized were finally made available to the United States Housing 
Corporation, the agency established by the bureau to administer 
its program. The Fleet Corporation’s appropriation was later 
increased to $95,000,000 and that of the Department of Labor to 
$100,000,000. 

A study of the housing program as actually carried out, then, 
includes chiefly two main agencies, the United States Housing 
Corporation, organized by the Department of Labor, and the 
Division of Passenger Transportation and Housing of the Emer- 
gency Fleet Corporation. Before attempting an estimate of results 
it will be convenient to give brief separate consideration to their 
organization and character. 


THE UNITED STATES HOUSING CORPORATION 


The United States Housing Corporation was incorporated under 


the laws of the state of New York on July 9, 1918, to administer 
all government housing for industrial workers with the exception 
of the shipyard program. Otto M. Eidlitz, who had been appointed 
director of the Department of Labor’s Bureau of Industrial Housing 
and Transportation on February 8, became president of the cor- 
poration, and its directors and officers were all men who had been 
associated with the work of the bureau. The purpose of the incor- 
poration was simply to facilitate the work of administration, and 
from that date all the major work of the bureau was done through 
the Corporation. 

Although the first funds were not made available to the Corpora- 
tion until July 25,? it had been possible previous to the incorporation 

t Although during the legislative controversy in January it had been informally 
agreed that the whole housing program should eventually be merged under the central 
direction of the Department of Labor, thus establishing a common policy in accordance 
with the President’s memorandum of January 4, the two agencies have remained 
entirely distinct and separate. Work once under way, the difficulties of combining 
organizations proved too strong. 

2The bureau was allotted $60,000 from the President’s emergency fund, which 
served to pay some expenses of preliminary organization. The delay in getting under 
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to begin the organization of the necessary administrative machinery. 
The expedition with which his working organization sprang into 
shape as soon as the necessary authorization was secured in July 
is sufficient evidence that the efforts of the director and his staff 
of voluntary helpers were not entirely wasted through this weary 
period of marking time. 

Once authorized to go ahead, the whole approach of the Cor- 
poration to the problem seems to have been admirable, both in 
its conception of the task and in the character and scope of the 
machinery set up to cope with it. A survey of its operations shows 
that the director and his associates clearly realized that their task 
was not simply one of throwing together in the quickest possible 
time enough walls and roofs to shelter war workers, but was an 
exceedingly complex and far-reaching human problem, demanding 
the utmost speed of solution, to be sure, but requiring at the same 
time the greatest good judgment and experience if it were to achieve 
the desired results. In other words, it demanded a team of ex- 
perts, touching many varied sides of the industrial problem. 
Some of these men, under normal conditions, would have been 


impossible to secure at almost any price, but the emergency brought 
them into the Corporation’s service sometimes for nothing. 

To quote from a report which the Corporation has made to 
the Secretary of Labor, it sought to provide for the war needs of 
the country in the following general ways: 


a) By making available to the utmost such housing facilities as were 
found by careful investigation to exist in or near the communities in question. 

b) By linking up, through improved transportation, the places where 
labor was needed with the places capable of housing it. 

c) By stimulating, aiding, and encouraging private capital to build. 

d) By aiding in the distribution of labor and in the placing of war con- 
tracts in order that housing congestions might in this manner be avoided or 
reduced. 

And finally, and only as a last resort, 

e) By the construction and operation of houses, apartments, and dormi- 

tories. 


way did, of course, give the Housing Corporation more time for laying its organization 
plans on a broad basis, and enabled it to a certain extent to profit by the previous 
experience of the Fleet Corporation and the Ordnance Department. 
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ADMINISTRATIVE METHOD 


An examination of the administration of the plan shows a 
thoroughly clean-cut organization for carrying out this program, 
possessing a careful delimitation of expert functions, with abundant 
evidence of common planning and opportunity for executive driving 
power at the top. The officers of the Corporation consist of a 
president (the director of the Housing Bureau), a vice-president, 
a secretary, a general manager, and three assistant general managers. 
Under this central organization are thirteen separate divisions, 
the manager of each of which is a member of the central staff." 
The divisions are in turn subdivided into sections as their technical 
needs require. The organization is obviously capable of almost 
unlimited expansion without confusion had the war demanded it. 

While it is somewhat outside the scope of the present study to 
go into the details of administration, it is distinctly worth while as 
illustrating the foresight and general vision with which the Cor- 
poration began its task to outline these divisions. In many ways 
their character throws a clarifying light on the problem itself. 

Named roughly in the order in which they might normally be 
supposed to function, they are as follows: 

1. The Division of Surveys and Statistics, responsible for the 
gathering of information, the investigation of the relative urgency 
of projects, and the recommendation of the kind of action, if any, 
to be taken by the Corporation. 

2. The Division of Homes Registration and Information, for 
the organization and more effective administration of existing facil- 
ities. 

3. The Transportation Division, for dealing with all local 
transportation problems, pursuing an aggressive policy of pro- 
moting better transportation facilities between town and plant to 
save the need for new housing. 

4. The Real Estate Division, organized to handle the Corpo- 
ration’s land and real estate problems as soon as policy dictated 
the necessity of purchase. 

* Contact with the production departments which the Corporation was to serve 
was secured through representation on the executive staff of the Corporation. No 


project was undertaken without the assurance of these departments that the war need 
was urgent. 
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’ 


The three so-called “design divisions,’’ whose work was co- 
operative, but still distinct in character: 

5. The Architectural Division. 

6. The Engineering Division. 

7. The Town Planning Division. 

8. The Requirements Division, whose functions had to do with 
the effective procurement of supplies and materials, working in 
close touch with the War Industries Board. It also passed on 
federal licenses for private housing operations. 

9. The Construction Division, in charge of actual construction 
where undertaken. 

10. The Industrial Relations Division, organized to handle labor 
problems arising in construction work, to promote the rapid and 
efficient prosecution of the task. 

11. The Legal Division, serving the Corporation and its several 
divisions alike in legal problems arising in their work. 

12. The Fiscal Division, for the proper administration of the 
Corporation’s financial affairs, including accounting, auditing, and 
disbursing. 

13. The Operating Division, for the effective administration 
of completed projects, having general supervision over matters 
of town management in its broadest sense, rents, and other prob- 
lems on which the success of the ventures hinged. 

The concrete results may be divided under four general heads: 
(1) the classification and organization of existing housing facilities 
under local bureaus, with the promotion of community effort to 
solve the housing problem and in addition to regulate rents and 
prevent profiteering; (2) permanent improvements in local trans- 
portation, carried out chiefly through loans to private corporations; 
(3) stimulation of private construction of workingmen’s houses; 
(4) the undertaking of the construction and operation of carefully 
planned modern industrial villages. 

1. The first of these activities, directed by the Division of Home 
Registration and Information, was carried out by enlisting local 
community interest in the enterprise. The procedure has usually 
been to establish a committee, with the co-operation of the local 
Council of Defense or Community Council, composed of represen- 
tatives from the Council, the Manufacturers’ Association, the 
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Real Estate Board, the local labor organizations, and any other 
civic organizations which could be utilized, presided over by a chair- 
man appointed by the Federal Housing Bureau. Under the direc- 
tion of this committee a local branch of the United States Homes 
Registration Service has then been established, with offices 
almost invariably in the headquarters of the local office of the 
United States Employment Service, thus establishing the necessary 
contact between the two functions. A vacancy canvass has then 
been carried out and the registry service started. While the 
Division at Washington has maintained general supervision over 
the work, both the expense and the administrative effort have been 
supplied almost entirely by the local interests. 

Up to November 16 sixty-six of these registries had been started 
in industrial communities and forty-one more had practically 
completed their vacancy canvasses but had not yet begun to make 
placements, a total of 107. The total number of placements 
reported up to November 16 was 31,389, averaging in November 
more than 3,000 a week. The Division estimates the actual 
numbers at two or three times this figure. 

Doubtless there have been great variations in the results secured 
by different agencies. Yet the longer they remain the more valuable 
they will tend to become, and it is inevitable that the Division’s 
policy of utilizing local effort has in many places stimulated com- 
munity interest in the industrial housing problem to a point where it 
will retain permanent value whatever the fate of the federal Divi- 
sion. In the problems of demobilization and readjustment the bu- 
reaus already organized should have a highly important place, while 
it is perhaps not too much to hope that the value of the co-operative 
effort which they have called forth may be realized and that they 
may be retained in some form as a permanent asset to the com- 
munity. 

In addition to the stimulation to community effort in the regis- 
tration project itself the Division has further brought about common 
action on rent profiteering during the war by the organization of local 
committees, which chiefly through hearings and the pressure 
of public opinion have very effectively reduced the extravagant 
demands of would-be war profiteers. In addition about four hun- 
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dred unoccupied dwellings were requisitioned in various places.” 
This work has unquestionably tended to prevent many possibilities 
of unrest and to stabilize the labor supply, and here, too, although 
the success of these methods was undoubtedly much assisted by 
reliance on the patriotic motive, the experiment seems to have been 
carried far enough to justify the assumption that it may be continued 
in the future by community effort.” 

2. For transportation, up to the date of the signing of the armis- 
tice, the Corporation had expended about $6,000,000. Practically 
all this fund was loaned at 5 per cent to private corporations for 
permanent improvements, the expense of which will eventually 
return in part at least to the government. These loans cover 
twelve separate cities and towns. Additional loans to the amount 
of $1,275,000 had been recommended and were in process of 
negotiation on November 16. Necessarily much of the work pro- 
vided for was incomplete at this time, but it has been undertaken 
in permanent communities and will not be in any sense a total 
loss, although the government contracted to bear the excess war 
cost to be fixed by appraisal within one to three years after the end 
of the war. 

The general effect of the Division’s work in relieving housing 
congestion, while not as extensive as the results of the corresponding 
Emergency Fleet program, may be indicated by the results of the 
installation of twenty-one special steam trains in communities in 
Connecticut, Illinois, Ohio, New Jersey, New York, and Virginia, 
which have cared for at least 8,000 people at an annual expense of 
approximately $275,000. This is at the rate of $25 per man per 
year, as compared with $550 for housing a man in a specially built 
dormitory and $1,750 to $2,250 for a house in original outlay. 

™ On August 26 a bill was prepared by the Corpcration and introduced in Congress 
authorizing the commandeering of occupied dwellings in order to give the Corporation 
further leverage against profiteers. Hearings were held, but the act was still in the 
hands of Congress when the war ended. 

The housing situation in the District of Columbia, caused by the influx of clerks 
and war workers, is a story in itself and has purposely been omitted from this discussion, 


first, because it was not strictly an industrial community question, and secondly, 
because its effects are largely confined to the period of the war. 


? Many of these committees have already indicated their intention of continuing, 
whatever the fate of the Housing Bureau. 
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The transportation solution, in the emergency, necessarily also 
had decided advantages in speed. 

3. With the Corporation’s encouragement and help about 
$43,000,000 worth of private building was undertaken for which 
private investment would neither have wished nor have been able 
to assume responsibility without this stimulus, owing to the diff- 
cult market for materials and labor. This work was handled by the 
Requirements Division, which had been designated by the War In- 
dustries Board as the agency to pass on the legitimacy of private 
war housing projects. The Division was therefore able to control 
the whole field of private industrial housing operations, and through 
the issuance of licenses to stimulate private effort. 

The Division estimates that it was able to interest private 
capital in enterprises aggregating 13,500 houses for workmen and 
in addition passed on and approved privately financed dormitories, 
Y.M.C.A., and similar projects accommodating an additional 
2,100 persons, costing approximately $2,500,000. 

4. As for the construction program proper, the signing of the 
armistice curtailed it before it had had a chance really to justify 
itself. 

The program as contemplated prior to November 16 was 
designed to provide for 75,000 workers; the revised program will 
care for perhaps 25,000.' The contract amounts up to November 


* On November 4 the building program of the United States Housing Corporation 
covered houses, apartments, and flats for 24,792 families, and dormitories, hotels, 
and boarding-houses for 23,659 workers. Contracts had actually been let for housing 
for 10,793 families and 16,434 single workers. Any estimate of the total number of 
workers to be housed must be reached through an arbitrary calculation based on 
assigning a definite number of workers to each family. 

The reduced program as of December 4 was for housing 7,721 families and 8,456 
workers; as of January 4 for 6,217 families and 8,307 workers. Ninety-eight pro- 
jects were listed up to November 11: 

Construction contracts let 

Plans completed—teady for contract 
Plans in preparation 

Plans ordered 

Investigations completed... . 


Projects abandoned November 11 
Projects curtailed November 11 
To proceed as planned 
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16 aggregate in round numbers $63,500,000° for a total of seventy- 
nine contracts. Of the reduced projects, the cost has been cut from 
$17,000,000 to $11,000,000. Of canceled projects to cost origi- 
nally $17,600,000, the approximate final cost is estimated at about 
$4,000,000, while the remainder, amounting roughly to $5,500,000, 
are canceled without loss. The total approximate final cost of 
the construction program alone the Corporation estimates at 
$38,424,915.11, to which it added a15 per cent safety factor, making 
a final estimate of $44,188,652.38. 

All told, the projects which are proceeding are in thirty different 
communities, although in several instances two or more projects 
are being developed in the same vicinity, as at Erie and Bethlehem, 
Pennsylvania, and at Quincy, Massachusetts. Of the thirty, the 
most extensive developments are at Bethlehem, Erie, Davenport 
(Iowa), Bridgeport, Philadelphia, Portsmouth (Virginia), and 
Washington, D.C. All these call for expenditures of more than a 
million. None was entirely complete at the time the armistice 
was signed, although an “appreciable number,” to quote the Cor- 
poration, were to be finished by the first of January. At the date 
of this article the future of the whole remaining program was 
doubtful owing to the uncertainty of congressional policy. 

In analyzing the Corporation’s method of procedure, perhaps 
the most striking part of its policy is its constant emphasis on the 
use of local facilities, local expert assistance, and local co-operation 
in the prosecution of its program. It seems to have demonstrated 
with remarkable success the soundness in a federal undertaking 
of centralized control of policy with widely decentralized and diversi- 
fied tactics and administration to meet local conditions. The 
design of the projects, the methods of acquiring real estate, and the 
widely varying choice of materials and means illustrate, as well as 
the local community organization methods of the Division of Homes 
Registration already described, the Corporation’s refusal to yield 
to the temptation to place a uniform bureaucratic stamp on all 


* This does not include the cost of engineering work, sewerage, lighting, paving, 
etc., estimated at about $13,000,000 by the Engineering Division, nor the expenditure 
of about $5,000,000 for real estate. Nor does it include, of course, administrative, 
overhead, designing, town planning, etc., which, however, was a relatively small item. 
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its projects alike. The primary and immediately controlling 
reason for this was doubtless the time factor already mentioned, 
but underlying that can be seen running through the work of all 
its divisions the realization that this elasticity of treatment is 
the policy which in the long run is best adapted to attain results 
in any American federal project. It not only made possible quick 
organization and prevented unwieldiness in the Corporation at 
Washington, but it brought to the fore everywhere the cordial 
co-operation of the communities concerned. At the same time there 
was no sacrifice of control of the spirit, purpose, and policy of the 
general plan. 

The actual construction work was carried out by private con- 
tractors, carefully selected," following the selection of a site by 
a committee representing the three “design divisions” and the 
Real Estate Division. 

The Corporation’s real estate policy is an excellent example 
of the manner in which it has sought to conserve the public interest. 
Real estate was purchased outright by a negotiator appointed by 
the Real Estate Division, at a price based on the recommendations 


of local appraisers secured through the patriotic co-operation of 


‘In the selection of contractors the Construction Division pursued the policy 
which had already proved successful in the selection of contractors for other govern- 
ment construction work, developed originally by the Emergency Construction Com- 
mittee of the Council of National Defense for the cantonment construction work. 
It consisted of a careful preliminary investigation of the resources, fitness, and general 
availability of contractors for a particular project, followed by an invitation to bid 
addressed to those (usually six or eight) who seemed best fitted for the task. The bids 
were based on a fixed cost of materials, which were purchased through the Construction 
Division of the Army, and therefore standardized, and an itemized estimate of the 
cost of construction carefully prepared by the Construction Division of the Corpora- 
tion was used to check up the bids. Under the terms of the act the contracts were 
to be given to the lowest responsible bidder. 

The contracts, with the exception of a few let at a fixed price early in the program, 
were of the cost plus a fixed fee type, the later cases penalizing the contractor for a 
cost below estimate and giving him a bonus for reducing cost. Cost plus percentage 
contracts were forbidden by the act. It was found that under the fixed price system 
the contractor would include in his bid all possible risks of increased cost of materials 
and labor, while if the government assumed these risks ‘‘some, at least, of the increases 
would not occur,’’ and the government would be the gainer. The average contractor’s 
fee for contracts of more than $1,000,000 was 2} per cent and on contracts of less 
than $1,000,000 about 3} per cent. 
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the mayor of the town, the Real Estate Board, the Rotary Club, 
and the assessor. The Division estimates that its policy of seeking 
local co-operation in forestalling land profiteers secured its real 
estate for $870,000 less than the asking price. 

The architect, engineer, and town-planner for each project 
were selected from private practice by these respective divisions, 
but their work was carefully reviewed and revised by the divisions 
themselves. Both the professional work and the construction 
proper have been supervised throughout its progress. 

The real value of the resulting achievement may best be dis- 
cussed in conjunction with that of the Fleet Corporation. 


DIVISION OF PASSENGER TRANSPORTATION AND HOUSING OF THE 
EMERGENCY FLEET CORPORATION 


The Division originated in the Housing Department of the 
“Division of General Service,’’ created by the Fleet Corporation 
in December, 1917, with J. Rogers Flannery as director.t Although 
this department made some progress in investigating and planning, 
lack of funds, together with the confusion in policy and hesitation 
already described, prevented any definite general action for two 
or three months. The $50,000,000 appropriation bill became law 
on March 1. On April 3 a separate Passenger Transportation 
Service Section was created, with A. Merritt Taylor as director, 
to which later fell the exercise of powers. contained in an act of 
Congress finally approved April 22 and delegated to the Corporation 
by the President on June 18. 

The two functions of housing and transportation continued 
to be exercised in this disjointed manner until May 7, when they 
were merged in the single division as it now stands, Mr. Taylor 
assuming the directorship, while Mr. Flannery remained as asso- 
ciate director until his resignation on July 30. Although some 
commitments had been made prior to May 7, the real history of 
accomplishment virtually begins with that date. 

On June 1, the Division’s appropriation for housing was in- 
creased to $75,000,000 and on July 1 it was given $20,000,000 in 
addition for transportation purposes, making a total of $95,000,000 


* The earlier advisory housing committee has already been mentioned. 
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as compared with the $100,000,000 at the disposal of the United 
States Housing Corporation. 

Practically the whole of the amount authorized for housing 
had been committed by the Division by the time the armistice 
was signed in a program accommodating about 30,000 workers 
the greater part of it for family houses." On the first of October, 
buildings, including houses and dormitories, had been completed 
and occupied at Hog Island, Philadelphia, Bristol and Chester, 
Pennsylvania; Newport News, Virginia; Sparrows Point, Mary- 
land; Portsmouth, New Hampshire; Camden, New Jersey; Tacoma 
and Vancouver, Washington. In addition, 2,483 buildings, in- 
cluding 27 dormitories, apartments, and boarding-houses were 
under roof at Newport News, Virginia; Sparrows Point, Maryland; 
Portsmouth, New Hampshire; Camden and Gloucester, New 
Jersey; Chester, Hog Island, Philadelphia, and Easington, Penn- 
sylvania; Lorain, Ohio; Wilmington, Delaware; Port Jefferson, 
Long Island; and Bath, Maine; the greater part of which were 
undoubtedly well on the road to completion by the time the armis- 
tice was signed.2 Transportation facilities had been established 
or undertaken at about thirty places. 

The program was, then, much nearer to completion at the end 
of the war than that of the Housing Corporation. Essentially 
the problem which the two government housing organizations 
had to meet was the same, although in the Fleet Corporation’s 
there is a larger percentage of undertakings for isolated plants, 
owing to the nature of the industry concerned. There seem to 
have been few instances, however, where the necessary public 
utilities could not be obtained through nearby communities. 
In both cases actual housing construction was undertaken only 
where there was obviously permanent need for it, with the conse- 
quent promise of permanent utility in the developments under- 
taken. 

*On October 1, the commitments were $64,802,845 for housing, $9,620,288 for 


transportation. The housing was to include 9,443 houses, 60 dormitories, 95 apart- 
ment buildings, 11 cafeterias and mess halls, 27 boarding-houses, and 300 tents. 

? By far the larger part of both housing and transportation activities were under- 
taken on the Atlantic Coast. The Division estimates that shortage of labor and 
materials were both far less acute on the Pacific. 
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ADMINISTRATION 


In general the administrative organization of the two agencies 
is very similar. The Division consisted of two departments, one 
for housing, the other for transportation. Under the Housing 
Department were four bureaus: (1) the Investigation Bureau, 
for the examination of proposed projects; (2) the Production 
Bureau, charged with the preliminary planning and the actual 
construction of projects and divided in turn into the Design, 
Engineering, and Construction branches; (3) the Property Bureau, 
charged with the acquisition and maintenance of property, including 
real estate; and (4) the Accounts and Statistics Bureau. This is 
less elaborate than the organization of the Housing Corporation, 
partly because it depended on other divisions of the Emergency 
Fleet Corporation for part of its staff work, as in the case of legal 
advice and labor administration. 

There were also certain differences in policy which contributed 
somewhat to this contrast. The distinction is that the Fleet 
Corporation throughout has sought control, not ownership, of 
its construction projects, and a larger amount of administrative 
overhead is therefore borne by the holding corporations." 

As compared with the Housing Corporation, the policy of the 
Division in its several particulars has been as follows: 

1. Transportation. Loans for improvements in transportation 
have been made on virtually the same basis, the transportation 
companies paying the Fleet Corporation 5 per cent interest and 
guaranteeing repayment with an amount to be adjusted written 
off as excess war cost. 

The Division estimates that additional and improved facilities 
on October 1 were being used by 66,000 shipworkers, and that 
69,000 additional would be provided for under the existing program 
when realized, with an excess for 49,000 more to care for future 
growth, a total of 184,000. 


* For these reasons, as well as the fact that the Housing Corporation was designed 
for a greater ultimate expansion, it is not possible to make a fair comparison of the 
expense of administrative overhead for the two, although the salary list for the Divi- 
on October 1 was $798,840, while that of the Corporation on November 1 was 
$2,269,452. 





266 JOURNAL OF POLITICAL ECONOMY 


2. Real estate. With only two important exceptions (Hog 
Island and St. Helena) the Housing Department of the Division 
has required that the land be procured “‘without cost to the govern- 
ment either by (a) purchase for the account and with the funds of 
the shipbuilder, (b) purchase from a fund contributed by citizens 
to a corporation formed for the purpose, as at Wilmington, Dela- 
ware, or (c) the investment in suitable land through a corporation 
formed through some public body, such as undertaken by the Board 
of Trade of Savannah, Georgia.” 

It is thus seen that in the acquisition of land, whereas the Hous- 
ing Corporation has pursued the consistent policy of buying real 
estate outright and building the houses itself, the Division has 
followed much more closely the original Eidlitz plan of placing this 
responsibility entirely on local agencies through a loan policy." 

In furnishing public utilities the two organizations have pur- 
sued much the same policy—requiring these facilities from the local 
communities or public utility corporations; where necessary, loaning 
the necessary funds on proper security. 

3. Construction and operation. The chief technical difference 


in the method of construction from that of the Housing Corporation 
is that the Division’s projects are built for and in the name of the 
shipbuilder or realty corporation which holds title to the land,’ 
thus giving them the immediate stamp of private ownership, which 
extends also to their operation. 


*The principle underlying this difference is worth noting, although in effect 
the Fleet Corporation’s controi is so absolute that the distinction is chiefly technical. 
The Fleet Corporation has apparently assumed that it would tend to government pater- 
nalism for the Corporation to own the project, while the Housing Corporation has 
sought to protect the workman from industrial paternalism by refusing to let the 
employer own the land on which its projects were erected. The Housing Corporation 
has also held that purchase was a better protection against real estate speculators. 

It is interesting to see that the Fleet Corporation’s real estate policy has been that 
originally suggested by Mr. Eidlitz himself, while the latter, when he came to actual 
administration, adopted the government-ownership plan. It has been reported that 
at the time the Fleet Corporation began its operations the President did not wish the 
government to be placed in the position of a landlord and that he later changed his 
view, thus accounting for the policy of the Housing Corporation when it was actually 
developed. On this, of course, there never has been any statement from the White 
House. 

2 With the exceptions already noted, Hog Island and St. Helena. 
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Except for the possible effect of this policy on their ultimate 
disposition this distinction has been more nominal than real. 
The Fleet Corporation has advanced the money for construction, 
taking in return a mortgage on the property and other security, 
and has exercised complete control over design, the selection of 
architects, engineers, and contractors, as well as construction." 
The management of the communities when complete has been 
furnished usually by the holding companies, as against govern- 
ment management in the case of the Housing Corporation, but 
here, too, the Fleet Corporation has retained complete control 
over the method of accounts and reports, forms of applications, 
leases, restrictions, and regulations; fixation of rentals; procedure 
on allotment of houses; provisions for maintenance and upkeep; 
and plans for community organization and civic activities. 

The Division has paid much attention to the question of rent 
profiteering, but its action has been through federal agents rather 
than through the organization of local effort. 


THE RESULTS OF THE GOVERNMENT’S VENTURE 


Yet with the war over, the important consideration from the 


public standpoint is not the administrative history of the pro- 
gram, suggestive as that has been in many particulars, but the 
concrete results of the venture? and its influence on the future of 
the national community. To the winning of the war the program 
as a whole can hardly be considered to have contributed in any 
marked degree, except as the prospect of houses stabilized the labor 
supply during the summer and to that extent added to the spirit 
of concentrated energy which pushed the shipping and munitions 
program during the last few months prior to the signing of the 
armistice. 

As between the practical accomplishment of the two agencies, 
further, there is a decided difference in favor of the Emergency 

* The administrative method, form of contract, etc., has been very similar to that 
of the Housing Corporation already described. 


? One of the by-products of the program which offers an interesting field for specu- 
lation is the extent to which it has crystallized the dislocations of the labor supply 
into a permanent shift in population due to the pull of the shipbuilding and new muni- 
tions industries. This will, of course, be impossible to gauge until the future of those 
industries is more definitely settled than now. 
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Fleet Corporation, due, not to any superior merit in organization, 
because in some respects both the organization and policy of the 
United States Housing Corporation were better conceived, but to 
its earlier start and the absence of many handicaps with which the 
latter agency had to cope. Among these advantages was a greater 
freedom from legislative restrictions, but the greatest obstacle 
which confronted the Housing Corporation when it was finally 
allowed to get under way was the labor situation. The last agency 
in the field, with no really effective national scheme of distribu- 
tion, it had to take what it could get in the face of a competition 
still almost unrestricted, not only from private or semiprivate 
war industries, but from other government agencies. Not only 
was it compelled to pay extremely high wages for a relatively 
low productivity, but it frequently could not get nearly enough 
workmen for its needs.t In the face of this difficulty alone, not 
to speak of others arising from the war situation, it is a decided 
tribute to the capacity of the Housing Corporation that it made 
the progress and the speed it did. To these difficulties, partic- 
ularly the labor obstacle, although it had an earlier start, the 


Fleet Corporation was of course subject only in a lesser degree. 

It is not, then, the fault of the Housing Corporation that the 
end of the war found its program in a highly incomplete state, 
with, practically speaking, almost none of its projects in actual 


*On November 1 the projects were only 50 per cent manned as an average, the 
earlier ones of course more, the later less, than this. From the beginning the Housing 
Corporation maintained an Industrial Relations Division of its own which constantly 
sought to stabilize conditions. In spite of the efforts of the United States Employ- 
ment Service it was found necessary eventually to employ field agents to recruit labor, 
while individual contractors in addition hired labor scouts. The evil effects of these 
methods were fully recognized, but the Corporation had to do what everybody else 
was doing. So disturbing were conditions at one time that certain members of the 
Corporation’s staff were seriously considering recommending that part of its work be 
suspended for a time, on the ground that crying as was the need for houses even that 
lack might be less damaging to the national cause than the effects of the construction 
program on the labor situation. 

It is rather interesting to note in passing that in the face of such competitive 
conditions the Industrial Relations Division of the Housing Corporation sought to 
hold its contractors to a policy of ten hours a day as a maximum, with no Sunday 
work, on the ground that “all hours beyond ten each day and all Sunday work was 
an economic loss rather than a gain.” 
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operation, while the Fleet Corporation’s twenty-six projects are 
at present roughly go per cent done and a large part of them have 
been occupied for several months. Yet despite this and the curtail- 
ment of the more incomplete portion of the Housing Corporation’s 
program already indicated, the part which has been or is expected 
to be completed will care eventually for nearly as many workers 
as that of the Fleet Corporation. 

To make more clear just what these developments are it may 
be worth while to quote a few paragraphs from a report of the 
Housing Corporation, outlining its general policy. The descrip- 
tion of design and purpose in general applies equally to the work 
of the technical section of the Fleet Corporation. 


THE CHARACTER OF THE PROJECTS 


Before determining on the construction of a project, the Corporation 
satisfied itself, after careful investigation, as to the industrial stability of the 
community and the probable existence of a normal population in non-war 
times which would justify such an addition to the local housing so that the 
enterprise would be regarded as a safe investment. Permanent construction 
in such a project usually included all the house combinations,—single, double, 
or grouped as rows in varying number; boarding-houses, apartments, and some- 
times dormitories. Dormitories, however, have been employed only where 
there was the clearest assurance of their being urgently needed, where great 
speed was essential, and especially where the nature of the industry indicated 
an unstable post-war existence. 

The Housing Corporation has sought to build for the comfort, convenience, 
and labor-saving of the woman most concerned and to that end the architect 
consults the needs of the wife of the workingman in order to ascertain what type 
of house will best meet her wants and comfort. A house which is suited to one 
community for this purpose may be entirely unsuited to the climate, general 
living conditions, and habits of another community, and hence comes the need 
of making a study of each community where houses of this character are to 
be built. 

The results attained by these designers, although working as technical 
experts, should be such as to appeal at once to the least trained eye, as achieving 
the most practical, sensible, attractive, and economical construction and location 
of houses possible out of the material in hand Street after street in 
various cities is lined with a species of architecture “built by the mile and sold 
by the foot,” to the uttermost wearying of the eye because of the monotony 
of the lines, dreary as the unrelieved straightness of the thoroughfares on which 
they are built. 
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In our completed project these same simple two-story edifices take on a 
new attractiveness. Balancing yield against investment, it was no extrava- 
gance to break the roof lines and shorten the rows into groups with some single 
and double houses; to construct the street plan with winding streets and closed 
vistas, to provide sufficient open area; to adjust the properties rightly, and 
vary the color and texture of the roofs and wall surfaces. Inside there has been 
the same effort directed to the best results without extra cost; putting four 
bedrooms where three used to fill the same space, eliminating superfluous 
hallways and the like; while due regard has been had throughout for the require- 
ments of proper sanitation and the laws of health generally. The result of 
this combination of trained talent ought to give to the government the maximum 
value for its investment and thereby enable it to get the best results when it 
comes to sell these houses to private investors. 

In spite of the speed with which they had to work, therefore, 
both government agencies have been able, through dealing with 
large housing units—with whole villages at a time—to achieve 
something entirely new in this country in industrial housing. 
The projects naturally vary in quality, due to differences in local 
conditions, in material, in location, and the necessities of the individ- 
ual problem. Yet all of them, it is safe to say, have in them the 
possibility of showing a tremendous advance over the average 
which had characterized American industrial housing undertakings 
prior to the war, while the best of them compare very favorably 
with the best of the English garden villages,’ until now unrivaled 
in their particular field. 

The expression “have the possibility of showing” instead of 
“show” is used advisedly. For their value; both as forerunners 
of a sounder national housing policy and as a financial investment, 
depends almost entirely, not on the effort which has gone into their 
construction, but on the policy which is adopted in their manage- 
ment and disposition. 


THE WAR COST ENORMOUS 


It must be admitted at the outset in any discussion of their 
value that their cost has of necessity been enormous.’ If the 


* Buckman Village, at Chester, Pennsylvania, one of the best of the Fleet Cor- 
poration’s undertakings, has been characterized by experts who have studied the 
English development as worthy to be placed in the same class. 

2In spite of every reasonable precaution of both agencies to conserve their 
investments. 
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war-time expenditures on community development are to be taken 
as a fair test, it must be conceded that the experiment cannot 
be regarded as a paying investment. In addition to the huge 
excess labor cost, already mentioned, there has been a corresponding 
increase in the cost of materials. ‘Toward the end of the war there 
were instances where the materials alone cost as high as the pre- 
war normal cost of a house of the same general type as that em- 
ployed in one of the government’s war projects, although both of 
the housing agencies were securing their materials through the 
common medium of the construction division of the army. 

How much of this excess cost will have to be written off as 
a legitimate war loss in the disposition of the projects it is still 
too early to say,’ for the value of the projects depends, not on their 
cost, but on the numerous contributing elements which go to make 
up the value of real estate in an industrial community. It is for 
this reason that the liberality of the policy adopted in their manage- 
ment will determine their real contribution to the nation. 

The main elements that go to make up industrial community 
values may be stated briefly under three heads: (1) the stability 
of the industries themselves, (2) the convenience and attractive- 
ness of community features, including both such vital matters as 
lighting, water supply, and sanitation, and also the ‘‘amenities,”’ 
such as churches, schools, and amusements, and (3) the elements 
which may be included in the general term “management.” On 
none of these, in their relation to the government housing pro- 
jects, is it yet possible to write a final answer. 

While every effort has been made to limit permanent housing 
to communities where the industrial development seemed to 
have a sure future (and in the great majority of cases the govern- 
ment housing construction has only met the normal housing growth 
of the town), there are cases where it may take years to determine 
this question. This is particularly true of some of the shipyards, 
while the housing built for some of the huge explosive towns in 
the interest of the Ordnance Department is almost sure to be a 


? Officials of the Fleet Corporation have suggested 30 per cent as a reasonable 
amount to be written off as excess war cost. It is practically certain, however, that 
the percentage will be higher than this. 





272 JOURNAL OF POLITICAL ECONOMY 


loss. In any event the precise demand for houses made permanent 
by the conversion of war industries to peace purposes will remain 
in some cases indefinite until the readjustment period is over. 

On the second point even the most complete of the new com- 
munities must still be regarded in a sense as unfinished. Public 
utilities work is more often than not still unready, while it will 
take months and even years for their full attractiveness of design 
and plan to become apparent. Necessarily they are still bare of 
the lawns and trees needed to fill out the outlines which foresight 
has been able to provide. 

Further, and here the policy of the Housing Corporation has 
been much broader in gauge than that of the Fleet Corporation, 
they are decidedly lacking in the “‘amenities.’’ Schools, churches, 
and amusement places have still in most cases to be provided, and 
until they are the communities must necessarily in the long run 
fail to attract the families of workingmen. The Fleet Corpora- 
tion’s housing division has consistently refused to sanction such 
expenditures, it must be said in fairness against the judgment of 
progressive members of its staff, on the ground of economy and 


speed. ‘The Housing Corporation, on the other hand, has taken 
the broad view of the problem—and has been strongly attacked 


’ 


in Congress for its “extravagance’—but the incompleteness of 
its program has prevented its good judgment from bearing fruit. 
Finally, and here too the Housing Corporation has apparently 
shown a far wiser, saner attitude, the whole success of the under- 
taking, as a community problem, depends on the policy of the 
administration of the new towns. Not only must rents be prop- 
erly adjusted, which naturally means a heavy financial loss from 
the point of view of the war cost, because of the necessity of regulat- 
ing them according to the earnings of the tenants, but English as 
well as all available American experience has demonstrated the 
necessity for promoting really healthful community life if the pro- 
jects are to achieve their purpose. Health, recreation, and educa- 
tion all have to be taken into account. If these new industrial 
communities are not to be overrun by the intrusion of new cheap 
structures, cheap “amenities,” and cheap modes of living—and 
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the tendency has shown itself—a positive management policy will 
have to be adopted.' 


AN INCOMPLETE EXPERIMENT 


The net conclusion of all this is that as a national experiment 
the government war housing program cannot yet be said to have 
demonstrated anything. It has not had time. But the nation, 
if it wishes, still has the opportunity to ascertain its real value. 
There are two possible courses open to the government: it can adopt 
the /aissez faire method of disposing of its property at the first 
opportunity to the highest private bidder, seeking only the largest 
possible amount of immediate salvage; or it can hold them until 
a farsighted policy can be worked out which will assure, not only 
the saving of as much of the war cost as can reasonably be ex- 
pected, but the full utilization as well of the available possibilities 
of social value.? 

As the matter stands, both financial economy and political 
wisdom seem to indicate the latter course. Viewed from the first 
standpoint, while each project must be considered by itself, it 


seems unquestionable that these communities will at least not 
depreciate in value in the time necessary to bring them their full 
attractiveness,’ while if placed on the market in the present 


* The prevalent tendency at Washington at present seems to be to permit most 
of the projects to drift into mere ‘company towns,” with immediate salvage the 
only consideration. The Housing Corporation has resisted this attitude from the 
beginning and has sought to secure a real housing policy. 

2 It is true, of course, that the government does not own outright the Fleet Cor- 
poration’s projects as it does in the case of the Housing Corporation. Its control 
is so complete, however, that the distinction is purely technical so far as freedom of 
action is concerned. 

3 It must be remembered constantly that the government’s investment has not 
even counterbalanced the falling off in the normal growth of housing in industrial 
centers usual in an average year. Including both the government program and pri- 
vate building authorized by federal license, the total of workmen’s housing undertaken 
during the war has certainly not exceeded $200,000,000, which because of high costs 
has not represented the results normal to such an expenditure in pre-war years, The 
normal annual expenditure on houses of all kinds, as nearly as it can be estimated, 
is about half a billion. While aggregate figures of this kind involve some confu- 
sion, the surveys have everywhere taken into account normal local growth. Demo- 
bilization of an army of 2,000,000 will tend to disclose the falling off in building due 
to the war. 
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uncertainty in an ill-considered rush to get rid of them the govern- 
ment cannot hope to get more than a fraction of their real value." 

From the second point of view, sale to the highest bidder would 
remove once for all in the case of many of the projects any oppor- 
tunity for taking advantage of the planning and foresight which 
have gone into their construction. It is, unfortunately, as easy 
for speculative management as for speculative construction to 
ruin an industrial community. Not only does the removal of 
intelligent public control endanger the whole appearance of these 
new villages through the possible introduction of flimsy hodge- 
podge construction and the ultimate destruction of the advantage 
in attractiveness which has been gained, but it opens the whole 
venture to the chances of real estate manipulation—a method of 
development which before the war had notoriously failed to achieve 
a real solution of the industrial housing problem. 

The question of the relationship between costs and rentals in 
large-scale projects—the whole problem involved in the possi- 
bility of a publicly controlled industrial housing policy remains 
undetermined. The experience thus far offers only an oppor- 
tunity to work it out—the peculiar factors born of the emergency 
offer as yet no definite guidance for normal times. Yet there seems 
nothing to lose and everything to gain in the government’s conserv- 
ing the existing achievements until a carefully studied policy of 
disposal can be worked out for each of these new communities. 


INDICATED GAINS 


Despite the huge war costs, a material portion of which will 
unquestionably have to be written off, the government’s experience 
has indicated if not demonstrated many possibilities in large- 
scale construction. The design divisions of the two corpora- 
tions have developed many new possibilities of economy through 


‘It is probable that some, not all, of the curtailments already made have involved 
more financial loss than the completion of the projects would have done. Further, 
as practically all the developments have been carried out in accordance with the most 
careful estimates of permanent needs, it seems unfortunate that their continuation 
might not have been utilized as a temporary buffer against unemployment. 

There are of course many instances where it is wisdom to scrap construction. 
This is frequently the case with dormitories and hotels for unmarried men. 
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simplification of fixtures and processes. Standardization and hence 
cheapening of accessories, in plumbing, for example, and to a 
certain extent in the grouping of rooms, have been worked out 
which promote a gain in speed and a saving in expense without 
endangering the objective, everywhere sought, of giving each 
home an individual touch in design. In design itself pronounced 
progress has been made which holds a promise, if properly followed 
up, of great advances in this special field. All these gains, made 
generally available, cannot fail to have their permanent effect on 
national housing progress. 

Further, the government’s activities have given a large number 
of able architects, engineers, town-planners, and contractors an 
interest in the idea, together with a practical if expensive working 
experience to draw on. Hitherto interest in modern industrial 
community construction in this country has been manifested 
chiefly in papers before societies, stressing foreign experience. 
The beginnings of an American tradition in this field have now 
been laid. The fairly wide distribution of the projects, together 
with the consistent government policy of securing local co-opera- 


tion and utilizing local effort, has opened the eyes of communities 
and industries themselves to the possibilities and meaning of the 
venture. Yet the results of these tendencies depend very largely 
on the policy which the nation now pursues. 


POSSIBILITIES FOR THE FUTURE 


Further direct government construction, along the lines of 
British policy, for example, may be regarded as out of the question. 
Indeed, aside from political impracticability, there have been too 
many special factors born of the war entering into the efficiency 
of the two housing agencies to make their work a valid argument 
for such a policy. 

If the nation wishes to take full advantage of its somewhat 
costly experiment, what are the practical possibilities for the 
absorption of the existing projects and the promotion of further 
development under normal conditions ? 

They are (1) a strictly profit-making venture, financed by 
private capital with no additional interest in the community; 
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(2) development by large industrial corporations, in the expecta- 
tion of getting a moderate return on the investment, but with the 
chief object of stabilizing the industry’s labor supply; (3) develop- 
ment by communities, either as a public investment or more prob- 
ably by a company made up of manufacturers and interested 


citizens. 

There are two main objections to the first—one strictly economic, 
the other social—both of which have contributed to its failure in 
the past. To promise success, an industrial housing venture 
of the kind under consideration demands the original outlay of a 
large amount of capital with a limited opportunity for profit. It 
is certain that this consideration will continue to deter money from 
entering the field. Second, if the modern industrial community 
is to serve its ultimate purpose, that object must be kept in view 
both in the construction and the management of the projects. 
Considerations of immediate profit, while not inevitably incon- 
sistent with this purpose, undoubtedly tend often to appear so 
when the purely financial is not coupled with more general interests 
in the development. There is certainly no reason to suppose 
that reliance on this method will produce better results in the future 
than it has in the past. 

On the second and third possibilities, it is apparent, must 
depend the real opportunity for an immediate further extension 
of intelligent treatment of the problem. Undoubtedly the 
management of many large industrial enterprises has been 
stimulated by the war experience to a more acute realization 
of the vital relation of housing to industrial efficiency and 
output. 

Some experiments of this kind had been attempted even be- 
fore the war, and during the war itself extensive developments 
were undertaken by large corporations, as at Bethlehem, but 
lacking experience the tendency was always toward hasty and in- 
sufficient planning and cheap developments. Some of the causes 
which contributed toward these comparatively unsatisfactory 
results have been removed by the combined experience of the 
government, including a probable increase in the liberality and 
breadth with which the practical aspects of the problem are 
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viewed. The possibilities of general development by single enter- 
prises are necessarily limited to corporations possessing a large 
working capital and largely monopolizing the efforts of the com- 
munity where they are located. Isolated shipyards, particularly 
with the stimulus already given them by the Emergency Fleet’s 
policy, are a typical example. 

The chief drawback to ultimate success in this method is the 
danger of either autocratic management or benevolent paternalism, 
either one of which must be avoided if anything like a continued 
satisfactory solution of the industrial community problem is to be 
secured. There is always the “‘company town’’ menace. 

The third possibility, community construction and operation, 
whether by a housing company composed of manufacturers and 
representative citizens or by public community bodies, is the solu- 
tion most applicable to the ordinary community situation. It 
offers the least difficulties in financing and the greatest opportunity 
for the free play of common interest, whether that interest is purely 
that of promoting efficient production or has a broader social basis. 
It is the plan already most considered in the liquidation of the 
government’s present projects, aside from the shipyards, and plans 
are already under way for the ultimate assumption of control of 
some of these projects by community agencies.’ It tends to mini- 
mize the danger that the permanent effects of intelligent construc- 
tion and operation will be sacrificed to immediate expediency. 

No matter what the particular plan adopted, however, there is 
always the possibility of one difficulty, that of obtaining money 
at a low rate of interest to finance these projects. Practically 
every other industrial nation has had to adopt some method of 
meeting this difficulty, and most experts on the subject incline to 
the view that a really satisfactory continuation of the good work 
started here will demand at least that amount of assistance either 
from the federal government or from the states. They believe 
that economic obstacles in really sound workmen’s housing de- 
velopments make some such scheme as that already undertaken 
in the Farm Loan Bureau equally imperative in industrial housing 
construction. Just what method shall be adopted is again a ques- 
tion to be worked out, but they regard it as vital that the credit 

* At Bridgeport, for example. 
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of the federal or state governments be made available for this 
purpose. 

There is, further, another consideration which must be taken 
into account. All the plans outlined seem to imply continued 
corporate ownership and a rental system. Can a really sound 
industrial community be established on this basis? Whatever 
the immediate disposition of the developments now existing and 
those of the future, it is idle to suppose that there will not be a 
strong and growing demand for some form of control of these com- 
munity projects by the worker-tenants themselves. However 
liberal the corporate management, sooner or later the demand is 
going to come with a force too strong to resist. 

Provisions have been considered from the beginning for the 
purchase of houses by individual workmen on easy terms, although 
the Housing Corporation has opposed their sale during the war as 
a protection to the worker from the risks incident to purchase 
during an uncertain situation. The tremendous costs which later 
developed have of course made their purchase by workmen on a 
war basis out of the question. 

But will individual purchase even with excess war cost written 
off prove adequate? The labor movement generally has opposed 
individual purchase on the ground that it binds the worker too closely 
to his industry and restricts his power by limiting his freedom of 
movement. On the other hand the power of expulsion inherent 
in the rental system is equally dangerous, while the workman is 
not blind to the many advantages of ownership, which, indeed, 
meets an almost fundamental human desire. Further, the waste 
involved in a floating labor population has been too plainly demon- 
strated during the war to require comment. 

The answer seems to lie in some form of corporate ownership 
in which the purchase of stock will be open to the workman, and 
which will always permit him, if he wishes to purchase his house, 
to dispose of it readily with a reasonable amount written off for 
depreciation. Here too crops up the necessity for money on low 
terms for the use of the individual workman. In some instances 
it may be possible to approximate the co-operative ownership and 
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management methods of the British, although there are in this 
country obstacles, racial and other, not found there. 


NEEDED—A NATIONAL POLICY 


All these suggestions come back in the end to the one answer: 
the necessity for a survey of the whole situation by a competent 
agency with a view to planning and recommending a comprehen- 
sive national scheme for handling the whole problem. The ques- 
tions which have been suggested have yet no answer; they can 
be answered only by study and experience. The logical suggestion 
seems the establishment of a federal housing commission, composed 
of experts, some of whom at least have assisted in the war con- 
struction program. 

As yet there has been no indication of the attitude the govern- 
ment intends to take beyond the apparent congressional desire 
to economize by wholesale curtailment and, still further, in many 
quarters a tendency to unload the whole program in the quickest 
possible time, salvaging whatever can be made out of the wreck. 

There has never been less justification for laissez faire and short- 
sighted economy. Every larger national interest demands a 
more careful survey of the possibilities, while financial interest 
itself certainly has as much to lose by the one method as by the 
other. The communities most nearly concerned can probably 
assist much in the solution, and indeed it is upon them in the long 
run that the most of the responsibility for the success of the experi- 
ment will probably fall. Yet community action will have to de- 
pend in the beginning very largely on the federal government’s 
discharge of its initial responsibility. It is to be hoped that such 
awakened intelligence and interest as have been aroused may 
stimulate Congress and the administration to a determination of 
policy consistent with the importance of the program to the national 


future. 
CurTIcE N. HitcHcock 
WasHINGTON, D. C. 





RECONSTRUCTION AND NATURAL RESOURCES 
GENERAL POLICY 


The reinstatement of the returning soldier into the industrial 
and social life of the country after the war is a problem of imme- 
diate and pressing importance. The nation has put forward an 
organized effort to enrol the citizens in the ranks of the fighting 
force, and there must be an equally organized effort to secure their 
return to civil life. Plans to provide for the returning soldiers 
must be made now. Other belligerent nations are squarely facing 
the problem and are making extensive and far-reaching prepara- 
tions to meet it. The welfare of the soldiers and the welfare of the 
nation demand the immediate initiation of organized public assist- 
ance that will facilitate the quick reabsorption of the military 
forces into the industrial life of the country. 

Underlying any scheme of providing for the returning soldiers 
is the sense of our obligation to them, but there is also an economic 
side to the problem. If, for example, 500,000 men remain unneces- 
sarily idle for only one week, the loss represented by their wage- 
earning capacity will amount to from ten to twelve million dollars. 
If a large number of men are allowed to drift into the ranks of 
unskilled labor in either town or country or diverted by ill- 
considered legislation to enterprises which will not provide them 
with profitable employment or congenial environment, the material 
and social consequences may be very serious. 

Every war has been followed by a period of readjustment. In 
the past there was no strain in the readjustment because our enor- 
mous public domain offered opportunities for hundreds of thou- 
sands of men who could not be absorbed in industrial communities. 
The soldiers of Washington moved westward to the fertile Ohio 
valleys. After the Civil War the rich lands and other resources of 
the West were opened up and for many years took care of our sur- 
plus population. It is different now. The free agricultural lands 
on which a man can make an independent living with his own labor 
are practically exhausted. The frontier has passed away. 
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A century ago Lord Macaulay wrote regarding America: “The 
test of your democracy will come after the exhaustion of your free 
lands.” We are going through this test now. What new reser- 
voirs of labor opportunity are there available in this country to 
absorb the energies of the men who will return to industry after the 
war? The men who fought under Roberts in South Africa did not 
return to England to “cut the Colonel’s lawn” but sought new 
opportunities in the colonies. No more will the men who fought 
for democracy under Pershing in France be contented with less 
than the opportunity to achieve full economic independence. 

The country can no longer afford the luxury of discharging its 
obligation toward the soldiers by bestowing upon them public lands 
without any further thought as it has done in the past, for the sur- 
plus capital of good lands in public ownership has been used up, 
and the remaining lands can only be developed with public help. 
The tillable land now remaining of the originally vast domain is 
scattered and of doubtful agricultural value or is desert or semi- 
desert land capable of agricultural development only under an 
expensive system of irrigation. The rest is grazing land and tim- 
bered areas of which only a small proportion can be cultivated when 
cleared. The effort to place settlers on land where failure is certain 
is a vicious policy from the standpoint of national economics; it 
breeds poverty, degradation, and discontent on the part of the 
settlers and does not promote permanent and prosperous com- 
munities. The time has come to abandon the policy of placing 
people carelessly on poor land and to substitute by proper organi- 
zation and careful planning the development of the millions of acres 
of good land now idle and to secure permanent homes, continuous 
production, and sound social and industrial conditions. 

Unless economically sound, no special legislation or measures in 
favor of the returning soldier will prove of benefit to him or the 
country. In so far as forced and artificial methods of settlement 
are uneconomical and injurious to settlers, just so far will they 
prove injurious to the returned soldiers even if schemes are liberally 
subsidized with government money. Only by striking at the root 
of the problem in connection with land settlement will the returned 
soldier, and with him the whole country, be benefited. 
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Settlement on land should not, however, be the only opportunity 
for the returning soldier. Our soldiers are citizens. Citizens before 
the war, they will be equally citizens when they return. They have 
learned and followed their various callings. They are of all classes, 
trades, and professions. Many of them will return with a wider 
outlook and a heightened ambition. They will have learned dis- 
cipline and self-reliance; they will have seen the advantages of 
co-operation and social intercourse. 

Ambitious upon their return, they will demand opportunity for 
regular employment and for improved conditions both in the work- 
shop and the home. The greatest and economically the soundest 
reward, therefore, which the public can offer to the returning 
soldier will be to increase the opportunities for profitable and 
regular employment, whether on land or in any other field to which 
his skill can be best adapted, to provide openings for the small man 
to make a success on land, to develop the natural resources in such 
a way as will support contented and permanent communities, and 
to improve the living conditions in the industries. Let the reward 
be in the form of a real chance to work and develop his ambitions, 
not a mere bounty that may be quickly spent. 

The problem of the returning soldier is largely the problem of 
our economic and agricultural reconstruction after the war. Some 
phases of the problem, such as, for instance, the need for a change 
in our land settlement practice and in the conduct of such basic 
industries as the lumber industry, were pressing for a solution even 
before the war; the crisis has merely accentuated the need for 
remedies for social and economic evils from which we as a nation 
have been suffering. The provision for the returning soldier and 
sailor is in the direct line of social and economic betterment of the 
large masses of our people. Constructive statesmanship is needed 
if our young men are to be retained in the rural districts and serious 
industrial unrest averted in the cities. 

The opportunities which the nation can offer to the returned 
soldier for profitable and regular employment are these: 

1. Opportunity for settling on the land. 

2. Employment in the development of the natural resources, 
such as forests, mines, water-power, oil fields, etc. 
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3. Combined urban and rural occupation. 

4. Reserve employment. Construction of public works for 
improving country life, such as railroads, roads, rural building con- 
struction, draining swamp lands, reclamation of arid lands, etc. 


THE RETURNING SOLDIER AND LAND SETTLEMENT 


It is most fitting that those men who have answered the call of 
their country should be encouraged and assisted to find occupation 
on the land for which they have fought, provided such conditions 
can be insured as will offer them a reasonable prospect of success. 
Aside from our obligation to the soldiers, it is to the interest of the 
nation as a whole to attract a large part of the population to the 
land. One of the most important lessons learned from the war is 
the extent to which the defensive power of a country is strengthened 
by its capacity to produce food for its inhabitants. For some time 
our population has been growing faster than our food supply. We 
are not approaching starvation, but we are approaching the time 
when we must pay more attention to our land resources. Before 
the war we were producing 7 barrels of wheat per capita instead of 
the 9 barrels of 1880, and about 49 barrels of cereals, all counted, 
in place of 54, a decrease of some 10 per cent. In other words, we 
were producing a smaller surplus than several decades ago. Increas- 
ing the rural population is also desirable on social grounds. The 
stability and physical strength of a nation depend largely on those 
classes which have either been born and brought up in the country 
or have had the chance of country life. It is certain that the 
physique of those members of our nation who live in crowded 
streets rapidly deteriorates and would deteriorate still further if 
they were not to some extent reinforced by men from the country 
districts. 

Free land alone not enough.—In looking for opportunities for land 
settlement one naturally turns to the public domain. There 
remains little public land susceptible of farming by individual 
effort as was the case in the rich areas of the Mississippi and other 
valleys of the West. Nearly all the tillable land remaining in pub- 
lic ownership will need public assistance to secure actual and per- 
manent settlement, through large irrigation or drainage enterprises, 
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or in assistance in clearing forest land or other improvements, and 
in establishing community undertakings. 

The results of the efforts to settle poor and unfit lands under 
the Homestead and Desert Land Act are written in the tragic 
failures of thousands of pioneers who wasted their efforts, lost their 
hopes, and became impoverished and embittered. 

Even on land reclaimed by the government the number of home- 
steaders who fail is exceedingly great. On one of the government 
western reclamation projects 580 out of 898 settlers have given up 
and gone away. Such a condition appears to be the rule rather 
than the exception. Many settlers on government projects find 
themselves unable to meet their instalments. 

The effort to push settlement to scattered tracts in mountain 
or other semiarid regions where the bulk of the land is not tillable 
has been a failure, except where the other resources have furnished 
an opportunity for employment during a part of the year. In 
forest regions scattered tracts have been cultivated and made the 
basis for homes as long as the timber lasted. When this was cut 
the land was abandoned. In the national forests many scattered 
tracts are successful through the protected use of the grazing in the 
forests; others through employment in connection with the timber, 
mining, and other industries. Where the settlement is in advance 
of the development of other resources it is largely a failure and will 
not succeed until the forest industries are placed on a permanent 
basis. This is well illustrated by the scattered areas of agricultural 
land eliminated from the national forests and thrown open to settle- 
ment. Thus on the west side of the Trinity National Forest in 
California 348 homesteads have been taken up. Of these, 252, or 
72 per cent, have already been abandoned, and on 96, or 28 per 
cent, the settlers are leading a precarious existence. On the Florida 
National Forest there have been 496 entries obtained under various 
agricultural and other laws representing a total area of 74,371 acres. 
A census taken during the season of 1914 showed only goo acres 
to be under actual cultivation upon these claims, or an average of 
1.8 acres per claim for the entire number of claims. 

The remoteness of the homestead, the high cost of clearing and 
preparing the land, the adversity of climate or soil, the difficulty 
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of obtaining cheap credit, together with the isolation and hardships 
of a pioneer life and inability to make a living from the land until 
it has been at least partially improved, all tend to make success 
under such conditions an extreme exception. 

How many of our returning soldiers will be willing to go on land 
it is difficult to say. The Australian Commonwealth has dis- 
tributed cards among soldiers in camp, at home, and abroad, on 
which they were invited to state their wishes as to their future 
occupation upon the termination of the war. Forty thousand 
soldiers expressed a desire to go upon the land. On the other hand, 
according to the Parliamentary Committee on the Care of Returned 
Soldiers in Canada, only a very small percentage of the 12,000 
returned men so far handled by the Commission were willing to 
go on the land. Out of 346 soldiers who had returned to Alberta 
only six signified a willingness to take up farming, although a 
number of the returned men had been farmers before they enlisted. 

The number of men attracted to the land will depend on the 
conditions of settlement offered to them. To force land settlement 
by soldiers who do not want to become farmers will be undesirable 
both for the soldiers and for the country. Our first duty to all 
prospective settlers, including the returning soldiers, is to make 
farming more profitable. Giving free farms to soldiers without 
any previously thought-out plans will only aggravate the land- 
settlement problem and enlarge the field of speculation. 

Settlement through private agencies will not meet the situation.— 
For many years agricultural settlement on privately owned lands 
has been aggressively promoted by land-colonizing companies and 
railroads. In spite of their efforts, progress in permanent settle- 
ment has not been satisfactory. The speculative, high cost of land 
which in many cases could not produce, even when improved, 
enough to pay the interest on its purchase value, the necessity of 
clearing and improving it at great expense before a living could be 
made from it, and the lack of cheap credit prevented many settlers 
from meeting their first instalments, blasted their hopes of inde- 
pendent life on the land, and forced them back to the city. Pri- 
vately owned lands have risen rapidly and continuously in price. 
On the average, farming lands of the United States sell for nearly 
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three times as much as they did in the opening year of the century. 
In 1900 the average price was $15 per acre; in 1915 it was estimated 
by the United States Department of Agriculture at more than $45 
anacre. ‘This increase in cost of land is accompanied by a corre- 
sponding increase in the cost of equipment and expense of opera- 
tion. 

As a result in the most fertile sections of the country there are 
scores of counties with fewer people now than they had ten years ago. 
Thousands of acres of land which were once occupied are now 
deserted and the present system of land settlement is productive 
of much poverty and degradation. In many of the newer rural 
districts of America there is less social progress than in some of the 
older European countries. The movement of labor into the cities 
goes on. The high cost of living has a close relation to the nar- 
rowing opportunities on the farm. Professor Elwood Mead, a 
careful student of the land problem in this country and abroad, 
characterizes our land situation in the following words: 

Only a small fraction of the public lands was transferred directly to culti- 
vators. Nearly three-fourths was sold to speculators or granted to corpora- 
tions and states which in turn sold mainly to speculators. The results have been 
a costly, wasteful, migratory settlement. The nation has been exploited rather 
than developed. Great landed estates have been created and ruinously inflated 
land prices now prevail. 

The consequences of this careless, short-sighted, unsocial policy are coming 
home to roost. We are beginring to realize that the fortunes made in land 
speculation come mainly from the pockets of the poor; that our land policy 
is not creating an economic democracy but the reverse. 

Principles essential to successful settlement.—Rural community 
development is at the root of a country’s progress. Denmark, in 
the ten years before the beginning of the war, has practically 
doubled its agricultural population; from 27.1 per cent it increased 
it to 48.2 per cent. Australia, New Zealand, Ireland, and France, 
and recently the state of California, have inaugurated a plan of 
rural development in which the land is bought in large accessible 
areas, subdivided into farms and either turned over to the settlers 
on a perpetual lease or sold, with certain restrictions as to its resale, 
on long-term payments. The buyers are aided in improving and 
cultivating these farms by a competent organization adequately 
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financed by the government. They are given the benefit of expert 
advice, not only in their agricultural operations, but in buying and 
selling organizations. In other words these countries are develop- 
ing communities in a systematic way, while in this country generally 
we turn over to the homesteader 160 acres in the wilderness or 
leave him to the mercy of the land agent to work out his destiny 
single-handed as if he were a Robinson Crusoe. 

Canada, England, Australia, and New Zealand are making pro- 
visions to take care of the soldiers on land by extending the present 
practice. Australia has appropriated about $300,000,000 for closer 
settlement for the benefit of the returning soldier. 

The Trades and Labor Congress of Canada, after considering 
the question of unemployment and of the returning soldier, came 
to the conclusion that the present system of homesteading was 
useless as a solution of the problem of the returning soldier owing 
to the prospective settler having insufficient capital and experience. 
It recommended “‘that the government should select land for the 
proper carrying out of a scheme and be requested to offer, as an 
option to discharge from the army, further enlistment for a period 
of five years of such men as would be willing to undertake agricul- 
tural work under the direction of qualified experts from experi- 
mental farms and agricultural colleges; that such men received the 
regular army pay and allowances with rations on the same basis, 
suitable accommodation to be provided with quarters for married 
men and families. After such period of enlistment has expired the 
men who have thus served should have the option of settlement 
upon suitable-sized allotments of the land so improved, the same 
to be held on lease-hold terms from the Dominion Government.” 
The Ontario Commission on Unemployment, after discussing the 
problem of the returning soldier, unanimously voted in favor of 
the above-mentioned recommendation. 

Compared with the present homestead policy, the offering of 
employment on the land at good wages and in a good dwelling in 
a well-populated area would unquestionably be a better means of 
getting returned soldiers back to the land. To accomplish this, 
however, it is first necessary to provide both access to the land and 
attractive housing conditions in rural districts. The problem of 
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placing returned soldiers on land does not differ in any material 
sense from that of placing any other class of settlers on land. Any 
system of land settlement which is sound for one class is, generally 
speaking, sound for another class, and its soundness should first be 
determined irrespective of any class. The land settlement should 
in no way be forced but should be permitted to proceed naturally 
after the right conditions of land development are laid down by the 
government. 

The principles which have now come to be considered as essen- 
tial to the success of any land-settlement plans are these: 

1. Purely agricultural settlement should be developed only on 
fertile land susceptible of ready improvement and within practical 
access to markets. The publicly aided settlement should by no 
means be confined to the public lands but should be extended to 
the purchase of private lands, as in Australia. 

2. The land should be placed at the disposal of the settlers 
either under a form of perpetual lease, subject to transfer under 
certain conditions, or under a freehold with restrictions as to resale 
and transfer. In either case the form of tenure should aim to 
accomplish two things: (a) security to the settler in the permanent 
use of the land for himself and family; (6) prevention of speculation 
of any kind in the right to use the land. 

3. li necessary, the land should be cleared, drained, or reclaimed, 
and made cultivatable before settlers are allowed on it. 

4. Any scheme of land settlement by the government should be 
on the colony system, as only under such a system will it be pos- 
sible to provide the expert guidance and business organization 
essential to the success of the enterprise. 

5. The government should provide the settler with cheap credit 
on long-term payments so as to make it possible for the man of 
limited means to secure the improved land without carrying the 
burden of high interest and being harassed by constant fear of 
losing his place by reason of failure to meet large payments or of 
inability to renew a bank loan. 

6. No man should be allowed to take up a farm unless he has 
the necessary experience and is otherwise qualified for work and 
life in the country. 
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7. A man who has had no previous experience in farming or is 
not sure of his adaptability to life on a farm should be given an 
opportunity to learn the farming business on a small unit leased 
to him by the government and under practical direction. 

8. No one should be allowed to own more than one farm or land 
equivalent in value to that taken up under this plan. 

g. Only the actual resident tiller of the land can be the owner 
of the farm. 

10. Special consideration should be given to the wives of the 
settlers by providing, through women’s institutes or clubs, facilities 
for improving the conditions of home life and raising the standard 
of living and by providing the means of social recreation and giving 
the women a greater interest in country pursuits. 

11. Organization should be provided for collective marketing of 
the produce as well as for the purchase of implements, seed, and 
other equipment, either on a co-operative basis or through a busi- 
ness manager working on a commission basis. 

12. Provision should be made for the best expert advice and 
instruction for the settlers. 

13. Comfortable houses with all necessary sanitary improve- 
ments should be erected for the settlers before they go on the land. 
These improvements are to be paid for by the settlers in long-term 
payments on the amortization plan. 

14. Comfortable dwellings should be erected for the small 
renters who are leasing small units of land from the government, 
learning farming, or working out as laborers on the farm. 

15. Provision should be made to make country life as attract- 
ive as possible, with facilities for recreation, for churches, and 
schools. 

If our returning soldiers are to be attracted to the land and given 
the opportunity to make good on it, public direction of rural devel- 
opment along the lines suggested is essential. Agricultural settle- 
ment on such a plan is no longer an experiment; it has been a 
financial and economic success in the thickly populated countries 
of Europe and in the sparsely populated districts of Australia, New 
Zealand, and now also in California. It has lifted hundreds of 
European peasants and farm laborers into a broader and more 
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generous life and has been an active educational influence in show- 
ing private enterprise how to carry on successfully similar coloniz- 
ing undertakings. As a result of the experience gained from the 
operation of the Reclamation Act, Hon. Franklin K. Lane, Secre- 
tary of the Interior, stated last year before the House Committee 
on Irrigation: 

If I had the installation of the Reclamation Service today I would follow 
out this scheme as to every acre of land, government and private, on our pro- 
jects. I would say: ‘The Government will put in the dam; it will put in the 
main canal; it will level the land; it will seed the land,” and then I would 
divide that land up, and would not allow anybody to go on it except the man 
who was capable of using it. 


THE RETURNING SOLDIER AND THE NATURAL RESOURCES 


The right development of our vast natural resources offers 
another field of opportunity to the returning soldier. In the past 
the use of our natural resources has failed even more than land 
settlement to develop permanent and contented communities. 
The mining camp, the lumber camp, and the construction camp, 


with their shifting population, are typical of the transitory character 
of the industries themselves. There is no more familiar sight in 
the region of our greatest development of natural resources than 
the “blanket stiff’? going from camp to camp seeking a better job. 
The opportunities of the future, both for the returning soldier and 
for the people who live in the regions where there are great natural 
resources awaiting development, lie in the establishment of perma- 
nent industries and permanent communities. In mining opera- 
tions, permanent communities providing healthful living conditions 
could be established because the life of the mines extends, as a rule, 
over a long number of years. This is particularly true where min- 
ing is carried on in the neighborhood of agricultural lands. In the 
case of the forest, which is a renewable resource, it is perfectly 
feasible to create healthy and permanent towns if the lumber 
industry itself is stabilized. 

The lumber industry as it is at present constituted offers small 
opportunity for permanent and contented communities. It has 
passed over this country from ocean to ocean in a series of waves. 
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It originated in Maine, moved to Michigan in the seventies, com- 
pleted its highest development in the Lake states in the nineties, 
and is now flourishing in the Southeast. There it will be exhausted 
in a few decades and will then center on the Pacific Coast. Asa 
rule it has not left permanent communities in its wake, unless the 
land was exceptionally suited to agriculture. The industry has 
been, and still is, conducted as a type of mining. A valley or log- 
ging unit is worked out; then the operation shifts to another lo- 
cation. In this way one valley after another has been cleared of 
timber and left empty and desolate. One region after another has 
been depleted of its forest stock. 

Timber mining, being essentially migratory, breeds migratory 
tramp labor. Since the lumberjack must live in a camp and the man 
with a family is excluded as a worker, the lumber industry is an 
industry of homeless men. The conditions which are produced by 
the present methods of timber mining are well summarized in the 
report of the President’s Mediation Commission: 


The forests and lumber mills of the Pacific Northwest have a predominant 
war importance. The raw materials they furnish are indispensable to the 
execution of the aircraft and shipping programs of the government. The 
entire industry employs about 70,000 men. The labor conditions in the lumber 
industry have their reflex upon all industry in that territory. 

Social conditions have been allowed to grow up full of danger to the coun- 
try. It is in these unhealthy social conditions that we find the explanation 
for the unrest long gathering force but now sharply brought to our attention 
by its disastrous effect upon war industries. 

Partly the rough pioneer character of the industry, but largely the failure 
to create a healthy social environment, has resulted in the migratory, drifting 
character of the workers. Ninety per cent of those in the camps are described 
by one of the wisest students of the problem, not too inaccurately, as “‘woman- 
less, voteless, and jobless.”” The fact is that about 90 per cent of them are 
unmarried. Their work is most intermittent, the annual labor turnover reach- 
ing the extraordinary figure of over 600 per cent. There has been a failure 
to make these camps communities. It is not to be wondered, then, that in 
too many of these workers the instinct of workmanship is impaired. They 
are—or rather have been made—disintegrating forces in society. 


The Commission found that the life of the average camp did 
not exceed three and one-half years. With migratory forest indus- 
try it is financially impossible to construct residences for workers 
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because the annual depreciation charges of 25 per cent or more 
would be far beyond the ability of the worker to pay from wages. 
On a $1,600 home the annual charge would be $400 for deprecia- 
tion, and average of about $50 for interest and perhaps $50 for 
maintenance, a total of $500 per annum. This means a monthly 
rental charge of between $40 and $50, which is far beyond the 
reach of the unskilled worker as he is now paid. With the con- 
tinuous operation extending 25 years or more, depreciation on such 
a residence would be reduced to about $64 per annum, and since 
maintenance and interest would not be much affected, the annual 
charges would be only $164, or less than $14 per month. 

These unsatisfactory conditions in the industry can be rectified 
by transforming it from an industry which uses the forest as a mine 
to one which treats it as a renewable resource. Such a transfor- 
mation is difficult on private lands. A few private owners may be 
found now ready to change their method of handling their timber 
resources and thus provide opportunities for permanent commu- 
nities. As a rule, however, such a transformation will not take 
place without the people first securing control of the large timber 
holdings. For the purpose of providing for the returning soldier 
we must therefore look to the national forests. These afford imme- 
diately opportunities for creating permanent forest communities in 
connection with logging operations on them. Assuming that only 
two-thirds of the forest area within the national forests, or 100 
million acres, is actually forest-bearing land, this area, when fully 
developed could, at a conservative estimate, support a permanent 
population of 300,000 families, allowing each family $800 a year 
in wages, or about 1,200,000 persons in all. 

The management of forest resources on a permanent basis is 
even less of an experiment than rural development with government 
aid. In Europe sustained production of the forests forms the back- 
bone of an economic system of small holdings, especially when deal- 
ing with poor agricultural land. In Switzerland a forest of 10,000 
acres with an adjoining area of 3,000 acres of agricultural land 
supports a prosperous permanent community of 1,500 people. 
About 81 per cent of all the workmen employed in the woods and 
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mills in Europe are small holders of land within or adjacent to the 
forest. The parishes of La Teste and Caseaux in the southwestern 
part of France in the Landes, which have been reforested for the 
last sixty years, contained before reforestation a population of 1,600 
people. Since the forests were established these parishes support 
a population of 14,000. 

There are now about 12,000 lumberjacks composing the tenth 
and twentieth Forest Regiments. There must be also a large num- 
ber of lumbermen in the general draft furnished by the lumber 
industry. ‘These men, when they return to civil life, will naturally 
look for work in the woods and, having learned in France the bene- 
fits derived from the stability of the forest industry, will expect 
similar practice here. 

The task of organizing our national forests into small units on 
a strictly continuous yield basis is not as difficult as it may seem 
and is not beyond the strength of the existing organization in the 
Forest Service. It does not mean tackling the regulation of 100,- 
000,000 acres of forest at once, but organizing here an area and there 
an area as the ever-widening circles of economic life come into con- 
tact with them. Intensive forest surveys are ahead of, rather than 
behind, present needs. The objection that the national forests do 
not always control sufficiently large units for sustained manage- 
ment should not present an insurmountable obstacle because co- 
operation of the public and private owners in the management of 
natural producing units can be secured in most cases on a basis 
satisfactory to both. The further objection that the lumber indus- 
try is overdeveloped and it would be economically unsound for the 
government to undertake the construction of new sawmills is not 
valid. The overdevelopment of the lumber industry does not pre- 
vent the constant appearance of new sawmills, often operating in 
government timber. In many cases government control of private 
logging operations on the national forests would be all that would 
be needed, the government merely providing ahead a series of 
cuttings within definite periods and locations, and enforcing 
measures essential to the maintenance of permanent communities. 
The logging and milling operations can be carried out as at present 
under timber-sales contracts. 





204 JOURNAL OF POLITICAL ECONOMY 


Lumber companies which operate on a large scale naturally are 
interested especially in the distant national or even international 
markets and, as a rule, pay little attention to the local needs. That 
this policy works to the disadvantage of local development is shown 
by the experience of many co-operative agricultural organizations, 
fruit- and orange-growing associations, etc., which, although sur- 
rounded by public and private forests, find it difficult to secure box 
material for packing purposes except at very high prices. The 
government would be able to ameliorate this condition. 

The railroads of the country now under government control are 
using in the neighborhood of six billion feet annually. Our army 
and navy also use large quantities of wood. Much of this demand 
could be supplied from the national forests. If the public forests 
can satisfy the government needs efficiently and economically, and 
at the same time broaden the opportunities of the people and pro- 
vide conditions for permanent forest communities, it would be 
contrary to the national interests if they were not used for that 
purpose. Such use will merely serve as an illustration of how 
the forests in private hands can also be handled so as to widen, 
instead of gradually to narrow, the opportunities of labor in the 
industry. 

The basis for each forest community would be the area within 
whose radius an annual cut may be permanently maintained. A 
sawmill suitably located within the area and continuously supplied 
with timber from the growth on land tributary to it would form 
the basis of a sawmill community which could remain permanently 
in one location. The logging camps which may have to change 
from time to time would still form a part of the entire forest com- 
munity organization. The lumberjacks who are now in France 
engaged in logging and milling operations on government and pri- 
vate forests would be admirably fitted for similar logging operations 
on the national forests. Possibly a great deal of the logging equip- 
ment which is the property of the United States government may 
be available upon the termination of the war for this purpose. 

The shortage of pulp and paper in this country and the presence 
of a large supply of pulp timber available on the national forests 
opens another way for meeting the unemployment problem. The 
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pulp industry, more than the sawmill town, provides opportunities 
for creating large village communities with healthful social life. 

The utilization of the immense water powers on the public 
domain, and particularly on the national forests, possess wonderful 
possibilities for creating new towns and rural industries, such, for 
instance, as the pulp and paper industry and the electrification of 
large stretches of the publicly controlled railroads. The same is 
true with regard to the mining resources on the public domain, 
particularly in Alaska. 


ORGANIZING COMBINED URBAN AND RURAL SETTLEMENT 


The plan of housing workers engaged in the war industries as 
provided for now by the government could be made to serve also 
the needs of the returned soldier. Within the last few years there 
has been a tendency to decentralize manufacturing industries from 
large cities to suburbs. Some of the industries, particularly the 
United States Steel Corporation, have erected in this way practically 
new towns, for instance at Gary, Indiana, and in the suburbs of 
Duluth, Minnesota. The corporation usually acquires a site in a 
rural territory within easy reach of some large center, and on this 
site erects new mills and a town for the accommodation of its 
workers, as well as for the population likely to be attracted to supply 
the social needs of the new town. In England the movement on 
the part of manufacturers who emigrate from crowded centers to 
rural districts has been going on for over thirty years. Maiy large 
works formerly located in London and other large cities have been 
moved out of that territory and industrial villages created to accom- 
modate the workers. 

The creation of new settlements by industrial corporations or 
near single industry towns has serious drawbacks. It leads either 
to too much control over the lives of the workers by the corporation 
or leaves the workers at the mercy of their own ignorance and of 
speculators in real estate. If, however, this movement could be 
stimulated and organized by the government, states, or munici- 
palities, and housing conditions provided for the working men, a 
combination of urban and rural life could be secured. Such settle- 
ments, established with the aid of the government or state, in which 
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the head of each family could have a small patch of land, a house, 
and the choice of several industries in which he might find employ- 
ment, would go a long way toward providing an opportunity for 
greater independence and more healthful living conditions for the 
returned soldier as well as the civilian worker. They might also 
relieve the congested conditions in our big cities. 

In New Zealand there is a village settlement system by which 
workers can acquire small holdings varying from 1 to 100 acres on 
which to erect their homes near their work. In South American 
states settlement under government control and assisted by gov- 
ernment organization has met with some success. The general 
land law of Argentina (1903) provides for the founding of colonies 
and towns and also provides that land shall be surveyed, classified, 
and planned, and that the government executive “shall reserve such 
tracts as may be found appropriate for the founding of towns and 
the establishing of agricultural and pastoral colonies.” The gov- 
ernment of Brazil recognizes the importance of selecting land with 
a view to securing its full economic use and the health of the settlers. 
Colonies are established on the most fertile lands, with facilities for 
water supply and means of communication, and occupying “an eco- 
nomical location.”” In 1914 the Brazilian Board of Immigration 
and Colonization had established twenty such colonies, which are 
reported to be very satisfactory. 

This movement has taken a particularly strong hold in .{ngland 
and to some degree also in Canada in the form of the garden-city 
movement. It has the advantage of avoiding the evils incidental 
to single industrial towns and of providing the intermingling of both 
urban and rural life. ‘This plan of development has been in opera- 
tion in England since 1903 and has made substantial progress. The 
principal points in the scheme are these: 

1. A large agricultural tract is purchased on which an industrial 
and residential town is established by securing a concerted move- 
ment of manufacturers from crowded centers. 

2. A restricted area is set apart for urban development and the 
greater part of the tract is retained permanently for agricultural 
purposes. 
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3. The entire area is developed in accordance with a definite 
plan to secure convenience, efficiency, and healthy living conditions. 
The dividends of the shareholders are limited to 5 per cent per 
annum and the rest of the profits is used for the benefit of the town 
and its inhabitants. 

The best example of such a garden city is the city of Letch- 
worth, within 33 miles of London. When the property was bought 
it had a population of approximately 450 people, all engaged in 
agriculture, and with no railway station on the property. The 
average rental considered fair to farmers and sufficient to provide 
a satisfactory return to the Garden City Company is about $7.50 
per acre per annum for land and buildings and $5 per annum for 
land without buildings. The population now numbers about 
13,000 and there is a splendid new station in the center of the town. 
No more than twelve houses are permitted to be erected on any 
one acre and the average is approximately about half that number. 
When the town is complete the population will number about 
35,000. The city will not be permitted to expand beyond the area 
delimited for urban development. Therefore there will be no sepa- 
ration of the urban and rural parts of the scheme, which affords an 
example of a kind which is unique in the world. The garden city 
movement in England has attracted the attention of all the Euro- 
pean countries and of the United States and has caused influential 
bodies to advocate the establishment of similar communities in 
these countries. Senator Sheppard, in 1917, introduced the follow- 
ing resolution: 

WHEREAS, The garden city and garden suburb movement in Europe has 
made wonderful progress during the first eight years of its existence; and 

WuereEAas, The object of this movement is to secure permanent and com- 
fortable homes for the people on terms within the reach of the average income, 
and to combine the advantages of town and country in the same community; 
and 

WHEREAS, This movement is contributing materially to the health, com- 
fort, and prosperity of the people who have experienced its benefits, and 

WHEREAS, The movement, in the estimation of many, points the way to 
the long-scught goal of a contented, home-owning population; and 

WHEREAS, Thousands of American citizens have petitioned members of 
Congress for an investigation of the movement both in Europe and in the 
United States; therefore be it 
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Resolved, That the Senate Committee on Agriculture and Forestry be 
authorized and requested to hear and consider such testimony as may be pro- 
duced before said committee in Washington regarding this movement both in 
Europe, in the United States, and elsewhere, and to report its findings to the 
Senate. 


The movement, therefore, may be expected to become a subject 
of inquiry by the Committee on Agriculture and Forestry. 

The garden-city movement points the way to the soundest kind 
of scheme that could be developed for the purpose of dealing with 
the problem of the returned soldier. The establishment of new 
town systems or garden cities where there are good facilities for 
profitable production and distribution, where intensive farming can 
be successfully carried on, and where advantage can be taken of 
the tendency to remove industries from crowded centers to rural 
districts or to establish new industries near sources of water-power 
and raw materials, when organized by state or government aid but 
without too many restrictions, offers one of the most fruitful fields 
for taking care of the returned soldier. 


RESERVE EMPLOYMENT 


In spite of all the efforts which may be made to reinstate our 
returned soldiers into civil life and readjust our economic life to 
peace conditions, it is reasonable to assume that difficulty will be 
found and delays occasioned. Unless there is a national organiza- 
tion to provide work for the discharged soldiers, sailors, and 
munition workers, there will be serious unemployment with its 
accompanying depression of wages and suffering. This can be 
averted by gradual demobilization and by undertaking needed 
public works, such as the reclamation, drainage, and preparation of 
the land for settlement, the building of houses for rural and urban 
settlement, improvement and extension of the railroads and canals, 
which will be at least for nearly two years after the war under govern- 
ment control, and of highways. There area large number of railroad 
and highway engineer troops now in France; many of the engineer 
troops are trained in the construction of buildings. These troops 
upon their return would be particularly well qualified for com- 
munity improvement work. Employment on these public works 
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may serve at the same time to prepare the man for a permanent 
occupation in the several fields of activity opened by the works. 
The plan suggested by the Trades and Labor Congress of Canada 
for giving the discharged soldier the option of enlisting for a period 
of five years to undertake agricultural work under qualified experts, 
and the further option upon the expiration of the five years of 
settling on the land thus improved, may offer a solution for emer- 
gency employment and apprenticeship as a stepping-stone to later 
independent life on the farm. 


THE NEED FOR EARLY ACTION 


Plans and preparations for taking care of the returned soldier 
should be made at once to meet the needs which will arise as 
demobilization proceeds. The first few months after men are 
discharged from the forces or after the work in munition 
factories and other war industries ceases will be the critical 
time. Unless the discharged soldiers and workers obtain regular 
work without delay there is danger that they may drift into the 
ranks of casual labor, thus making an orderly readjustment after 
the war so much more difficult. It is essential, therefore, that 
arrangements be made beforehand so as to have the opportunities 
available as soon as the war terminates. The moral effect of such 
measures upon the men, whether in the ranks of the fighting forces 
now in France or in the munition factories, should also be con- 
sidered. If the men know that the country is thinking of them 
and is making plans for creating opportunities for broader life upon 
their return, their task will become easier and their enthusiasm 
greater. 

It is essential, however, that the discharged soldier and worker 
shall not get the impression that the life, either on land or in other 
fields of activity under any government scheme, will be an easy 
one or that his financial rewards will be large. He should feel, 
however, that if he is prepared to work hard and make full use of 
the assistance given to him there is no reason why he should not 
make a reasonably good living and enjoy the benefits that come 


from a life in a community. 
RAPHAEL ZON 
WasHINGTON, D.C. 





NOTES 


AN APPRAISAL OF CLAY’S ECONOMICS 


It has been three years since Clay’s treatise upon general economics 
found its way into this country. The lapse of time enables a belated 
reviewer to substitute the fact of its reception for personal prediction 
and to qualify his judgment of its value in the light of the appraisal of 
the craft. Within this period the volume has won, if not great popu- 
larity, at least a substantial place for itself. More important still, those 
who have read it carefully and balanced its merits and defects against 
those of other treatments have come to value it highly. 

The place accorded to the volume has been of its own making. When 
it appeared its author was unknown in this country. He had no American 
reputation which could be drawn upon to endow the volume with worth. 
He occupied no distinguished chair in a venerable seat of learning whose 
value could be imputed to him and his book. The success of the vol- 
ume cannot be laid to the account of his publishers. They printed the 
first edition upon cheap paper and bound it between unattractive 
covers. They made so little effort to offer it as new food for the jaded 
appetite for general texts that their itinerants who found it in elassroom 
use did not at once recognize it as an offering of the house they served. 
Its merits, bruited about by review and word of mouth, won the initial 
attention to it. It was only after its place was secure that an American 
edition? appeared, beautifully printed and attractively bound, to entice 
the more elusive reader. It is well, therefore, to inquire into the char- 
acteristics which have enabled it unaided to win for itself a wide and 
increasing circle of readers. 

The first and most apparent of its persuasive qualities is genuine 
distinction in style. To a generation in revolt against the low valuation 
which the formal scholarship of the later nineteenth century put upon 
method of expression Clay’s book isacceptable. It lacks the ponderous, 
cocksure, and didactic utterances which have become the hallmarks of 

*Henry Clay, Economics. An Introduction for the General Reader. London: 
Macmillan Co., 1916. 12vo, pp. xvi+476. $1.10 net. 

? American edition. Edited by Eugene E. Agger. New York: The Macmillan 
Company, 1918. 8vo, pp. xviiit456. $2.00. 
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written erudition. It is characterized by a manner vigorous and clear, 
straightforward and suggestive, charming and fresh. It has the rare 
merit of treating matters of the most serious concern with a spirit of 
light-heartedness. Its argument is enlivened by a quiet humor, not 
unknown to a master like Adam Smith or to a ripe scholar like Cannan, 
but alien to the style of the profound expositor. An effort is made to 
avoid technical language and to make the argument explicit. Yet there 
is no loose dallying with terms, no shirking of issues, no lowering of tone 
to captivate the reader, and no use of the venerable trick of the system- 
builder of making baffling matters intelligible by making them simpler 
than reality. The book offers many examples of passages marked by a 
combination of condensation with clarity which demand of the novice 
all the acumen he can bring to them. 

However, style is more than a device for making the author’s expo- 
sition attractive; its roots lie in the substance of his contribution. This 
is manifest in the appeal which the book makes to readers in different 
stages of acquaintance with economics. The novice follows the straight 
road and thinks he has gotten all the author has offered; the advanced 
student finds many suggestions sticking out between the lines which 
draw him into the byways of speculation; and the full-fledged member 
of the craft lingers to admire the skilful way in which, by turning a 
phrase or stating a proposition, the author avoids irrelevant issues which 
have befuddled the layman and often perplexed more than one genera- 
tion of professional students. 

The second of the inviting characteristics of the volume is its fresh- 
ness. Although the author is familiar with the standard works upon 
economics, he seems to have kept them beyond his reach when he was 
writing his book. Their problem is not his problem, their presentation 
is not his. His treatise had not been manufactured after an approved 
pattern to fill an order of a publisher. It has the vitality which only 
growth can impart; it emerged from serious concern with a perplexing 
problem. It comes as the result of experience of several years in trying 
to bring economic theory to workmen; it is a by-product of an attempt 
to make them see in perspective the economic world which lives about 
them, which hedges in their activities, and which imposes serious limi- 
tations upon their aspirations. It is a record of a grappling by instruc- 
tor and student alike with the problems of an industrial system which 
helps and hinders, but never ceases to impinge upon activity. 

It is this honesty in the volume which has made it so acceptable to 
teachers in economics. Unlike Clay few of us get classes filled with 
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people who have such zeal for the subject that all want to talk at once 
and who have to be carried into the unfamiliar fields of social history 
to have their spirits dampened enough to become manageable. But 
we do have students who, in spite of ignorance of the facts of the 
industrial system and anything more than a scholastic acquaintance 
with the real issues of life, can be gotten interested in the subject. 
We have found that the ordinary text, which attempts to garner, classify, 
and arrange into a logical system the economic wisdom of the ages fails 
to supply the student with a problem which makes his interest in the 
subject more than formal. All of us have learned, some of us much 
later than we should, that students who rebel at formal manuals espe- 
cially prepared to meet their artificial needs, become interested in books 
written by men who were grappling at first hand with real economic 
things. We have discovered that the college youth prefers Mill to 
Fawcett, and Smith to either of them, and we have discovered the 
reason. We have also chanced upon the important truth that research 
and teaching are nothing more than common aspects of the process of 
learning; that the mystery of finding out, rather than its carefully formu- 
lated but lifeless results, lifts classroom behavior to the dignity of useful 
conduct.'' Because it aids instructor and student in dealing with the 
affairs of a real world we have welcomed Clay’s book on general 
economics. 

However, merits such as these are in themselves superficial; they 
could not exist were they not supported by weightier values. The 
third, and the most inviting, of the characteristics of the volume is its 
contribution to an understanding of economics. Few who know the 
book deny its constructive character; yet there is no unanimity about 
the source of its merit. One insists that its value lies in freeing the 
general body of theory from obsolete doctrines which have confounded 


« A protest must be registered against one of the devices used in the preparation 
of the American edition. In general Mr. Aggex’s editorial work has been admirably 
done. He has reduced the changes he has made to a bare minimum and has allowed 
these neither to interfere with the author’s treatment nor to obscure his style. But 
the attempt to convert a real book such as this into a text is unpardonable. Evidence 
of this is to be found in the inserts at the beginning of each paragraph in bold black 
bad type of the subject-matter of the paragraph. This breaks the unity of the dis- 
course, supplies the student with ready-made pegs whereon to hang his economics, 
and tends to reduce the whole to the careful and lifeless formulas of the classroom. 
Of course Mr. Agger is far too good a teacher to have turned a trick of this kind him- 
self. But he should not have allowed the publishers to have forced him to use this 
formal device which is a by-product of the bookseller’s art. 
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its teachings. A second praises the demonstration which it affords of 
the importance of illustrations drawn from an intimate knowledge of 
industrial processes. A third picks out particular discussions as ad- 
mirable examples of exposition. A fourth finds its distinct mark in the 
viewpoint from which it was written and in the assumptions which un- 
derlie its sustained arguments. A fifth discovers a new principle used 
to unify the materials out of which it was made. And a sixth persuades 
himself that the author almost unconsciously has furthered the tendency 
toward a new articulation of economic doctrine free from atomic pre- 
suppositions. Without doubt there is a measure of truth in each of 
these appraisals. But, in all deference to them, the reviewer wishes to 
point out the two distinctive contributions, the one negative, the other 
positive, in Clay’s method. 

In negative terms Clay’s volume is a protest against the prevailing 
tendency of treatises on economics to lose themselves in discursiveness. 
In recent years general economics has been less and less prone to theo- 
retical statement. This has been evident in historical introductions, 
in descriptions of particular industries, and in the inclusion of the details 
of technical processes. There has been a disposition on the part of the 
makers of these books to say something about every economic institu- 
tion and to allow no problem of current import to escape by neglect. 
The multiplication of topics and the brevity of treatment accorded them 
have made of the text an aggregation of fragmentary discourses. There 
has remained a place for sustained argument and generalized statement 
only in the discussion of value and distribution. As a result little unity 
is left in the volume; tricks of arrangement have replaced its wonted 
sequence; and the student learns rather than studies. No problem is 
presented with the fulness of detail which enables him to make up his 
mind about’ it. He must take on faith conclusions which he cannot 
defend and only dimly understands. Against this Clay insists that gen- 
eral principles cannot be formulated by aggregating particulars. 

In positive terms the book marks a return from discursive economics 
to the practicality of theory. In its larger sense it is a treatise upon 
economic theory. Its concern, however, is not exclusively with the 
problems of “value and distribution” which latterly have usurped this 
name. Rather it is a return to economic theory in the older and more 
traditional sense of a generalized description of the economic order. 
The author’s aim is to picture in perspective the whole industrial system 
in terms of which each of its particulars must be understood. He seeks 
a generalized statement which will serve as a point of departure for more 
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specialized inquiries. To this end he assumes that the economic system 
is an organic whole in the sense that the institutions and processes which 
make it up are interdependent and that each has no being apart from 
the others. He assumes, too, that the economic order is not an inde- 
pendent entity, that it is an aspect of a larger and more complex social 
order. He attempts to determine the position of the economic in this 
greater universe and its relations to the other affairs of life which make 
it up. Of particular interest is the assumption that economic processes 
are subject to control, and that the ends which they are called upon to 
serve are outside the economic order. 

Upon the basis of such assumptions as these, which are nowhere ex- 
plicitly stated, the author sets about reducing to general terms the 
medley of arrangements and processes which make up the effective 
organization within which men labor and receive the fruits of toil. The 
chapters into which his clear-cut, intricate, and sustained argument is 
resolved bear conventional headings and give little indication of the 
novelties in arrangement, subject-matter, and statement which they 
contain. Although the author does not make it, a division of the book 
into three parts is apparent. The first of these is concerned with a dis- 
cussion of the institutions which make up the economic order. The 
second is occupied with an account of the distribution of the material 
means, measured in pecuniary terms, by which life in industrial society 
is sustained. The third takes account of the relation of the economic 
order to the larger social life of which it is but an aspect. 

The first of these divisions endeavors to explain the scheme of ar- 
rangements which impel and condition modern industrial activity. Its 
fundamental hypothesis is the interdependence of industrial processes 
and institutions. This finds expression, in the first chapter, in a con- 
vincing plea for economic theory as the indispensable antecedent to the 
study of practical problems; in the second, in an account of “the division 
of labor,” which, properly understood, is the basis of all organized indus- 
trial activity; and in succeeding chapters in statements of the contribu- 
tions of such institutions as speculation, capital, competition, money, 
credit, and foreign exchange to the establishment and maintenance of 
the economic order. The division closes with a discussion of unemploy- 
ment and overproduction, which is, of course, an appraisal of the degree 
of perfection with which productive agencies are brought and kept within 
the effective organization of industry. 

The mark of highest value in this treatment is the consistency with 
which function in the economic order is used as a standard for selecting 
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materials and determining the direction of the argument. It is this 
which saves the materials from the use to which they are conventionally 
put and makes of the division much more than a traditional discussion 
of “production.”” In this part of the treatise, which occupies one-half 
of the volume, there are surprisingly few shortcomings. In specifying 
the réle of speculation in industrial activity the author fails to secure 
both the brevity and the clarity which some other authors as, for example, 
Taylor have given to it. While the chief merit of his discussion of capi- 
tal is its freedom from obsolete wisdom, it loses something through 
failing to compass the constructive literature of the last decade. Most 
serious of all one wishes that the author had found a place for a clearer 
recognition of such institutions as “the machine technique,” “pecuniary 
valuation,” “‘the price system,” and “business enterprise,’ of which 
American economists have had much to say of late. 

The second division is busied with the problems of a distribution of 
wealth among the several agencies which take part in production. It 
conceives of wealth as pecuniary income and disposes of it in terms of 
the conventional sequence of principles of value and its manifestation in 
wages, interest, profits, and rent. The method of treatment is in gen- 
eral that of the neo-classicist, not altogether unresponsive to Austrian 
influence. The authors by whom Clay has been most influenced are 
Ricardo and Marshall. The assumptions underlying the treatment are 
in the large those of utility economists; there is little novelty in the use 
of terms, and the formulations will be found familiar to anyone conver- 
sant with the general treatises. Except in the treatment of wages, a 
problem which the author’s classroom experience has not allowed him 
to escape, novelty expresses itself only in rearrangement of the argument 
and in subtleties in statement. 

While the treatment of distribution is better done than in the gener- 
ality of texts, the originality of the first part of the book makes it par- 
ticularly disappointing. The necessity of dealing with the division of 
pecuniary income in quantitative terms impels a method alien to that 
employed in other divisions of the book. Yet, for all that, there seems 
to be a fundamental inconsistency between the treatment accorded dis- 
tribution and that given to other economic matters. Elsewhere there is 
little evidence of assumptions of a monadic individualism, with its com- 
plement of doctrines of isolated self-interest, rationality, and values as 
expressions of feeling magnitudes. Here the assumptions square them- 
selves with those of the utility school; the terms used convey the impli- 
cations of utility-productivity doctrine; and more than once the author 





306 JOURNAL OF POLITICAL ECONOMY 


states a proposition in such a way as to indicate that he regards values 
as measures of personal feelings and ability to pay as a criterion of the 
social importance of the want. A detailed statement of the matter 
would occupy several pages, and is not worth recording. One who is 
familiar with the criticism to which utility-productivity economics has 
recently been subjected can easily detect these lapses to obsolete doc- 
trine. Besides, one who knows the author’s general system knows that 
they are no essential part of his thought. , The best antidote for them is 
the discussion of the ethical basis of economics which Clay presents in 
the last division of his book. He leads one to suspect that the treatment 
of distribution was not revised in the light of the later discussion before 
it was published.' 

Of greater significance is the concept of distribution which finds ex- 
pression in his discussion. He has limited his attention to the imme- 
diate problem of the emergence of shares in terms of pecuniary values in 
a market. The value process which is his ultimate term of explanation 
is subject to very little conscious control. And yet the problem which 
gives unity and relevancy to his whole treatment is just this problem of 
controlling wealth to make it serve human ends. It seems that to make 
his treatment complete he should have gone back of the market process 
to the institutions and arrangements which pour into definite shares 


their pecuniary content. An account at his hands of the relation of 
property, inheritance, business enterprise, and other institutions which 
determine the distribution of opportunity in industrial society would 
have been welcome. That these problems have hardly been stated and 
that the materials for their treatment are not at hand needs not be said. 
However well the author might have dealt with the institutional distribu- 


* There is abundant evidence that the influences determining Clay’s treatment of 
distribution are different from those which find expression in other parts of the book. 
In this connection a list of the authors to whom the author makes reference in the 
text and the number of times he refers to each will be interesting. For this purpose 
the first and third divisions of the book are thrown together and the discussion of 
distribution is considered separately. The number of times each author is referred to 
in the first and third sections is given first in ordinary Roman type, the number of 
times he is mentioned in the discussion of distribution afterward in italics. Note, 
also, the authors who, in view of this evidence, have had the greatest influence upon 
Mr. Clay’s thought. The list isas follows: Aristotle,1; Bagehot, 1; Professor Barr, 
1; Cannan, 1; Carlyle, 1; Sir Christopher Furniss, 1; Henry George, 2; Gissing, 1; 
Hadley, 2,1; Hobbes, 1; Hobson, 1; Hyndman, 1; James, 2; Jevons, 7; Macgregor, 1; 
Malthus, 1; Marshall, 2, 7; Marx, 7, 70; Meredith, 1; Mill, zo; William Morris, 3; 
Robert Owen, 1; Pareto,z; Ricardo, 16; Rowntree, 1; Ruskin, 1; Schulze-Gaevernitz, 
1; Smart, 1; Adam Smith, 18, 8; Sydney Smith, 1; Ure, 2; the Webbs, 1; Wicksteed, 
1; Withers, 1; and J. Cook Wilson, 1. 
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tion it is doubtful whether at this stage of the development of economics 
he could have covered the matter satisfactorily. And yet it is dis- 
appointing that these larger issues in distribution are not more clearly 
recognized, since any attempt consciously to direct the distribution of 
wealth must aim at institutional change. 

The third part of the author’s task is a survey of the place of the 
economic order in the larger world of social arrangements. This the 
author regards as his most valuable contribution and in this the reader 
will find most of novelty. On the surface two characteristics of the 
treatment stand out conspicuously. First, it comes at the end of the 
treatise, when the reader has some conception of what economics is all 
about, rather than at the beginning where it is a usual part of the for- 
mality of preliminary definition. Second, the relations of economics to 
other things are expressed in organic terms. There are no questions of 
the position of the field which the economist is to cultivate with diligence 
in reference to the abutting properties of politics, sociology, ethics, and 
history. On the contrary the argument runs in terms of the relation of 
the economic to the non-economic aspects of the general problems with 
which the reader has already become familiar. 

It was, perhaps, neither possible nor desirable for the author to 
relate the economic to all the other aspects of social life. The material 
for so many novel excursions was not at hand, and an instance or two 
can be made to do duty for the whole. Very wisely, for formal exposi- 
tion, he elects to discuss the relation of economics to politics and to ethics. 
The first finds expression in two chapters concerned with the state and 
the economic organization. Here the assumptions underlying the system 
of competitive private enterprise receive a careful and discriminating 
analysis. This discussion, while perhaps overrating the importance of 
government, is not unworthy to rank in succession to Mill’s exposition 
of the province of government and Adams’ essay upon the relation of 
the state to industrial activity. In treating the ethical aspects of eco- 
nomic problems the author is at once returning to the traditional in- 
quiry of the science into the relation of wealth to welfare and he is 
breaking new ground. The particularism of the nineteenth-century 
thought with its emphasis upon the individual caused this problem to 
be neglected. Of late years no tendency in economics has been stronger 
than that of a return to a discussion of welfare. In a consideration of 
the relation, actual and hypothetical, of these concepts the author has 
been preceded by Cannan, Hobson, Smart, and Pigou. But his treat- 
ment is far more than a repetition of what they have said. Many will 
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concur in the judgment of the reviewer that he has been the most suc- 
cessful of all of them in reducing the problem to terms of economic 
theory. In general his concern is merely to raise the questions involved 
and to state them definitely. A captious critic might point out that in 
the use of terms, in the turning of phrases, and, above, all in raising 
explicitly the question of whether under prevailing arrangements wealth 
conduces to welfare, Clay is convicted of viewing too critically the present 
order. But it would be hard to show in what respect these lapses to 
unconscious ethical judgment differ from those of the neo-classical 
economists. Their unconscious implications incline toward favorable 
judgments; his perhaps toward more unfavorable ones; but neither 
escapes unconscious ethical judgment. Despite such details as these, 
the discussion is accurate, positive, and scientific. 

It remains to convert these detailed commendaticiis and strictures 
into a judgment upon the volume. Clay knows formal economics, has 
a first-hand acquaintance with the problems of the economic order, and 
displays a real interest in the problems he discusses. He brings to his 
task a unifying problem, a keen and analytical mind, and an ability to 
express himself in interesting and intelligible language. He sets about 
his task with assumptions of the interdependence of economic institu- 
tions, of the complex of these as subject to conscious guidance, and of the 
instrumental character of the whole machinery of wealth production. 
He has the courage to make a daring first venture in reducing to general 
statement an intricate and baffling scheme of industrial arrangements. 
As a result he has given us the most acceptable treatise which we have 
upon general economics. It is free from the distraction of studying 
particular problems, it is limited to a general theoretical statement of 
the larger issues of economic life, and its argument moves systematically 
to its conclusion. Its distinguishing merit lies in its presentation of the 
unity of economic arrangements and their organic relations with the 
social order. Its greatest weakness is that its discussion of distribution 
lies upon a different intellectual plane from the rest of the book and does 
not bridge the chasm between a discussion of the elements of economic 
order and a presentation of the external relations of the subject. Some 
of its chapters, particularly the discussions of the necessity for studying 
economic theory, of competition and association, of wages, of the meas- 
urement of wealth, and of business morality are among the best exposi- 
tions in economic literature. There are weak chapters in the book, both 
in conception and in execution, but they are exceptional. 
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One trusts that a decade later, when the author’s studies have ad- 
vanced and a genuine revival of economic theory has supplied him with 
much valuable material, he will again essay the task he has attempted 
here. But one is glad that he did not allow his consciousness of the 
incomplete character of his system of thought to stay the publication of 
the volume. The restatement of economic theory, to which Clay has 
made so substantial a contribution, is being hastened by letting others 
have conclusions which are as mature as most of his. 


Watton H. HAMILTON 
AMHERST COLLEGE 


THE EMPLOYMENT SITUATION 


The summary of the employment situation in the Weekly Reports 
on Labor and Industrial Conditions of the United States Employment 
Service for the period from March 1 to March 15 shows the following 
data: 
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During the week February 22 to March 1 there was a decrease in 
the number of cities showing unemployment from 82 to 78 and a slight 
reduction in the expected increase in volume of unemployment. This 
led to some rejoicing over the advent of spring, and it was urged that 
the crux of the situation had been passed. But the following weeks’ 
returns effectively allayed, at least for the time being, the usual opti- 
mism. 

In the course of the month the estimated surplus has increased from 
358,890 for March 1 to 371,615 for March 15; and in the three months’ 
period from December 7, 1918, to March 8, 1919, there has been re- 
ported a total net increase of 351,575. The surplus for the lake cities 
shows a decrease over that reported for last month, but they are stiil 
reporting large amounts: Cleveland, 60,000; Detroit, 22,500; and 
Buffalo, 20,000. 
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The highest reports of shortage are of particular classes of labor 
and come from cities showing otherwise a surplus. Thus on March 8 
Pittsburgh reported a shortage of 1,500 miners and a surplus of 19,000 
of certain other classes; Memphis, a shortage of 700 for colored farm 
labor and an unestimated surplus for white labor. Three cases only 
reported any increase in the shortage of labor. 

By far the largest decreases in the amount of employment occur 
in food, iron and steel, and non-ferrous metal industries. 


WASHINGTON NOTES 


REPORTS OF THE TARIFF COMMISSIONS 


The United States Tariff Commission on March 6 transmitted to 
Congress a report in favor of early enactment of legislation authorizing 
the imposition of additional tariff duties at the discretion of the President 
to enforce equality of treatment in international tariff matters. This 
is the outcome of an investigation of reciprocity and commercial treaties 
which has been in progress for a good while past. The Commission 
says that an opportunist attitude on the tariff question was natural so 
long as the United States held itself aloof from foreign complications and 
was intent upon avoiding them. But the situation is entirely altered 
now on account of the fact that the government is committed to parti- 
cipation in “world politics.” The report then goes on to say that “‘so 
far as commercial policy and commercial negotiations are concerned the 
evidence presented in the present report indicates that a policy of special 
arrangements such as the United States has followed in recent decades 
leads to troublesome complications. Whether as regards our reciprocity 
treaties or as regards our interpretation of the most favored nation clause 
the separate and individual treatment of each case tends to create mis- 
understanding and friction with countries which though supposed not 
to be concerned yet are in reality much concerned.” 

After discussing further the question of equality of treatment in 
tariff matters, the Commission says that the guiding principle in future 
negotiations might well be that of “equality of treatment—a principle 
in accord with American ideals of the past and of the present.” Never- 
theless, according to the Commission, “there may be occasion for 
qualifications or exceptions to the principle of equality of treatment. 
These exceptions include cases where one country has a long frontier 
line in common with another or instances where special political ties and 
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responsibilities exist, and a few others. As a means of securing just 
treatment by other countries it is suggested that concessions be provided 
for in certain cases and additional penalty duties in others. Reviewing 
the relative merits of these plans, the Commission takes the position 
that under the existing tariff system of the United States, “the method 
of additional duties would seem to be the only one that could be put at 
once in operation The method of additional duties is that which 
can be put into effect by the United States at once without disturbance 
of its general tariff policy and without committing the country definitely 
as regards the permanent commercial arrangements which may be 
evolved as part of the coming international settlement. The necessary 
flexibility can be secured by leaving the actual imposition of additional 
duties to the discretion of the President who shall act always in con- 
formity with a stated general principle and subject to general limits 
defined by statute.” This is practically a recurrence to the “penalty 
duty” plan of the Aldrich-Payne tariff law, subject to certain modifica- 
tions and alterations and to a more elaborate method of determining the 
conditions under which the penalizing duties shall be imposed. 

The Tariff Commission has from the beginning shown what is 
described as a very conservative attitude, practically inclining toward the 
increase of tariff duties and the establishment of new rates for the pur- 
pose of building up home industries. The report now under considera- 
tion, which commits the organization to the old retaliatory duty idea, 
is another step in the development of the work of the Commission along 
these conservative lines. In the opinion of most observers a revision 
of the tariff will be one of the earliest economic subjects to be considered 
by Congress after the treaty of peace has been disposed of. The reports 
of the Tariff Commission now seem to tend strongly in the direction of 
restoring a more highly protective régime than that established under 
existing law. 


NEW LIBERTY LOAN 


Secretary Glass has now announced the general outlines of the plan 
for floating the new Liberty Loan under the terms of the act of Congress 
passed just before adjournment on March 3. The new plan contem- 
plates the issue of four classes of notes, the one bearing a rate of interest 
not yet stated, but probably about 4 per cent entirely free of taxation, 
one bearing a rate of interest not yet stated but probably about 5 per 
cent and subject to all kinds of taxation, while two intermediate classes 
grant exemptions of a specified amount, their rates of yield being higher 
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than 4 per cent and not so high as 5 per cent. The new notes will run 
not over five years with ample opportunity to the government to redeem 
them. Moreover, the different classes of notes will be convertible into 
one another so that there need exist no difference between or premium of 
one over the other issues. The definitive plan was announced on March 
12, following substantially the lines of the act as passed by Congress, 
while April 21 was set as the date for launching the campaign for the 
placing of the loan. 

It is already the expressed belief of the banking community that the 
putting of this loan into the form of short-term notes tends decidedly 
in the direction of massing the securities in the hands of the banks, in- 
stead of distributing them more widely to the public at large. Secre- 
tary Glass, on the other hand, has expressed the opinion that every 
effort should be made to obtain as broad a distribution as possible in the 
belief that the notes should not be allowed to remain.in the hands of the 
banks to any greater extent than is absolutely unavoidable. As a 
matter of fact, very nearly $4,000,000,000 in short-term certificates had 
been placed with the banks up to March 1, in anticipation of the Fifth 
Liberty Loan, and it may reasonably be expected that $2,000,000,000 
more will have been disposed of to them before the close of April—that 
is to say, before the campaign for the fifth loan has more than started. 
The fifth loan, therefore, will be a campaign for the distribution of govern- 
ment securities which have already been sold to the banks. Although 
the presupposition is adverse to the successful distribution of the notes 
to a great number of holders, much will depend upon the skill with which 
the final rates of interest and other conditions are determined. 

During the months of January and February the market for Liberty 
Bonds has been unfavorable, some of the issues going as low as 94 on the 
New York Stock Exchange. This is not an encouraging situation, but 
it affords a possibility of inducement in connection with the placing of 
the new issue which has thus far been somewhat neglected. By holding 
out conversion rights to actual bona fide holders of the old bonds to 
subscribe to the new notes, it may be possible to induce the old buyers 
to purchase more government obligations, because by so doing they will 
be equalizing their holdings. It is of course true that many of the former 
purchasers took their securities as a matter of public duty, and that the 
influence of patriotic motives in leading to the purchase of bonds has, 
whether rightly or wrongly, been considerably weakened. Many 
holders of the old securities are, however, disappointed at the deteriora- 
tion of their bonds in the market, and correspondingly desirous of finding 
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some means of adjusting the values so as to bring them back to original 
cost. To take advantage of this situation, while at the same time enlist- 
ing all other available means for offsetting the disposition to throw the 
new securities upon the banks instead of absorbing them popularly, 
will be the problem of the new or “victory” borrowing operations. 


THE INCOME-TAX LAW IN EFFECT 


The action of the President in signing the War Revenue Bill shortly 
before the adjournment of Congress (February 24, 1919) rendered that 
law operative, and under its terms the collection of revenue upon the new 
basis prescribed by the act has already begun. The date of tax payment 
differs under the new law from that previously fixed, in that it permits 
the payment of the taxes in four instalments, the first being due simul- 
taneously with the first payment on March 15, and amounting to one- 
fourth of the aggregate assessment. It would not have been possible to 
make preparation for beginning the collection so soon after the actual 
adoption of the new legislation had it not been for the fact that the Treas- 
ury Department authorities had taken every possible step in advance for 
the purpose of getting ready to apply the legislation in practice immedi- 
ately upon its becoming effective. Consequently it has been practicable 
to distribute the individual income-tax blanks for incomes below $5,000, 
the individual income-tax blanks for incomes above $5,000, and various 
supplementary blanks. The distribution of the corporation-tax blanks 
was delayed beyond March 15; and this necessitated a resort to the 
undesirable expedient of permitting the filing of a “tentative” return, 
a permission likewise extended to individual income-tax payers when 
necessary, it being the view of the Department, however, that in prac- 
tically all cases individuals should prepare to make return and could 
file their schedules on March 15 without serious difficulty. 

Examination of the new tax blanks as sent out shows that in pre- 
paring them for distribution the Internal Revenue Bureau has again 
exercised a function second only in importance to the actual writing of 
the law, inasmuch as the new blanks establish conditions of payment 
which are of such importance as to constitute an interpretation or addi- 
tion to the legislation almost equal to an amendment. Analysis of the 
blanks, as far as it has gone, has on the whole been unfavorable. The 
blanks appear to resolve every doubt in favor of the government; and 
while (either in the law itself or in the formulation of the blanks) some 
pieces of injustice which were notable a year ago have been removed, 
certain others of equally important character have now appeared. Among 





314 JOURNAL OF POLITICAL ECONOMY 


these is the adoption of the plan of figuring both”normal and excess- 
profits tax and surtax upon the mount of the whole net income, instead 
of as in the past permitting the subtraction of the excess-profits tax 
prior to beginning the computation of the tax on the remainder. Another 
point at which the blank has interpreted the law adversely to the tax- 
payer is seen in the failure to provide for the subtraction of losses from 
the amount subject to surtax in those cases where losses exceed the total 
amount of earned income and should therefore constitute a deduction 
from dividends. In the arrangement of that schedule of the blank which 
has reference to the exemption of receipts from Liberty Bonds several 
errors have apparently been made, so that the work on the whole shows 
the results of haste and amounts in some aspects to a severe blow at the 
taxpayer. Already there are indications that the public in general will 
not submit to income taxation under these conditions without a strong 
protest and preparations are apparently being made for an attempt to 
test the legislation in the courts. The actual rulings of the Bureau, 
which are increasing in number and complexity from day to day, have 
- been embodied in an executive document of considerable size which now 
accompanies the tax blank and is practically indispensable to the making 
of a correct return (Regulations 45, preliminary edition). 


AN ATTEMPT TO LOWER RAILROAD RATES 


An unusual proceeding has been instituted before the Interstate 
Commerce Commission through the filing of a suit against the Delaware, 
Lackawanna & Western Railroad Co. and the Director of Railroads on 
behalf of the Solvay Process Co., in which Secretary of Commerce Red- 
field has joined. The request in this case is the reduction of the rates for 
a certain run which is taken as affording a test case, the chief interest 
in the situation being found in the fact that the Secretary of Commerce is 
admitted as a party to a suit, as representing the public at large. Mr. 
Redfield in his brief contends that “it is the duty of the Department of 
Commerce to foster, promote, and develop the foreign and domestic 
commerce, the mining, manufacturing, shipping, and fishery industries, 
and the transportation facilities of the United States; and the Secretary 
of Commerce is charged with the responsibility of carrying out the pur- 
pose for which the Department of Commerce was created as thus 
broadly outlined.” The brief then goes on to contend that, inasmuch as 
transportation is so essential to commerce that without it there can be 
no trade, it is the duty of the Department of Commerce to take such 
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steps as will facilitate transportation. From this it is concluded that 
the right of the Department of Commerce to appear in any cause which 
may affect transportation is established. 

Coming to the question of rates, the brief of the Secretary of Com- 
merce takes an important and interesting point of view with respect to 
the principles upon which the Railroad Administration is supposed to 
be operating. ‘It cannot be argued,” says the brief, “that it is the 
obligation of the Railroad Administration to operate at a profit 
In so far as for the purposes of revenue it may take steps injurious to the 
commerce of the country, it departs from its essential duty.” So that 
the need of revenue cannot be pleaded as a defense of the imposition 
of high rates. The rates to be charged must be “just and reasonable,”’ 
and it is stated that in each case the Railroad Administration must ask, 
not how revenue can be obtained, but how the public can be served both 
directly and indirectly while operating at a reasonable and just profit. 
On the strength of this argument, the conclusion is reached “that the 
action of the Railroad Administration in doubling a rate which... . 
the testimony shows to be profitable is an oppressive act, . . . . that 
it cannot be justified by any need of actual revenues for the entire 
Federal Railroad System and that it should be revoked.” 


CREDIT BAROMETRICS 


The Federal Reserve Board has published in the Federal Reserve 
Bulletin for March a study of “credit barometrics” prepared by Mr. 
Alexander Wall, of Detroit, Michigan. This study constitutes a dis- 
tinct contribution to the analysis of credit operations at the present 
time. In commercial banks, while the development of credit files and 
of credit information has made rapid and desirable progress within the 
past ten years, this progress has been rather in the direction of obtaining 
and classifying information than in that of scientifically using the 
information obtained in this way. Mr. Wall’s study is intended to 
devise a system of credit ratios whose purpose it is to afford an accept- 
able substitute for the old ‘‘ two for one”’ rule employed by many bankers. 
Acting in accordance with this rule, it has been frequently the practice of 
banks to take the view that the advances made to borrowers should not 
exceed, say, twice the amount of their liquid assets as shown by statement. 
The fact that the liquidity of these assets differs very greatly in different 
lines of business is of course recognized; but thus far the application of 
methods for the practical recognition of such differences has been in a 
very elementary stage of development. 
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The new study, which has been conducted under the supervision of 
the Board’s Division of Analysis and Research, is intended to devise 
about half a dozen new ratios between different items in the statement 
which will serve to afford a working basis for credit analysis. It is 
conceded that these ratios are insufficient, in and of themselves, or as 
applied to any particular business, to serve as a test of practical action, 
and that to make them serviceable in this way there must be provided a 
standard set of ratios representing the general condition of all firms in 
the industry. This the study now under consideration endeavors to 
do by obtaining all available statements placed by current borrowers in 
the hands of commercial-paper brokers the country over. In all, it is 
estimated that about 7,000 names are regularly in the hands of 
commercial-paper brokers. Out of these it has been possible to obtain 
about 2,000 statements, and of these 2,000 about 1,000 proved to be 
clearly available for the purposes of the inquiry. In order to allow for 
geographical differences of condition, the country was divided into ten 
districts, and the statements were grouped in these ten regions, new 
ratios being computed for a given industry in each of the regions. 

With so relatively small a number of statements, the effect of this 
plan was naturally to tend in the direction of diminishing the representa- 
tive character of the final ratios, because of the fact that in some cases 
the number of statements available as a basis for computation was 
insufficient. Nevertheless, the inquiry has thrown some valuable light 
upon the methods of making credit analysis, inasmuch as it has developed 
a more scientific and careful plan of actually comparing statements of 
individual concerns with general or typical conditions. Probably the 
most severe criticism to be made upon the study is that, due to lack of 
uniformity and methods of bookkeeping and accounting, it cannot fairly 
be claimed that any considerable number of statements are to be regarded 
as precisely comparable with one another. There is, of course, a certain 
degree of comparability, otherwise the study would not be possible at 
all. But it is evident that close reliance upon the results derived by any 
such mode of study must necessarily depend upon a closely uniform and 
comparable method of accounting adopted by the great majority of 
those whose statements are included within the group selected for 
compilation and analysis. Other minor criticisms may also properly 
be made upon the methods of the investigation. 





BOOK REVIEWS AND NOTICES 


Outlines of Economics. Third revised edition. By R. T. Ety, 
T. S. Apams, M. O. Lorenz, and A. A. Younc. New York: 
The Macmillan Company, 1916. Pp. xiii+769. 

The present edition of this standard text has been revised throughout 
with evident care and with a view to improving the arrangement and 
form of expression, bringing the material to date, and keeping the whole 
as compact as possible. The work of pruning and condensation must 
have been quite courageous. The chapter on “ Business Organization” 
has been enlarged, including discussions of the business unit in accounting 
and unfair competition. A brief account of the Federal Reserve System 
is ineluded in the chapter on “Credit and Banking,” and the succeeding 
chapters on “Other Problems in Money and Banking”’ and “ Inter- 
national Trade” are enlarged, as is also the introductory chapter on 
“Distribution”? and the chapter on “Interest.” A new chapter on 
“Labor Legislation” has been added, and the chapter on “ Insurance” 
has been enlarged ten pages to make room for a brief survey of social 


insurance, including workmen’s compensation, sickness insurance, old- 
age insurance, and unemployment insurance. 

The history of economic thought, formerly occupying Book IV, has 
been promoted to an appendix. The section on the “Relation of the 
State to Industry”’ has been broken up and the chapters on the ‘ Neces- 


sity of State Activity” and the “ Economic Activities of Municipalities” 


have been omitted, some of the material being salvaged elsewhere. The 
other chapters in this part are somewhat incongruously annexed to the 
subject of distribution. 

In judging a work of this character the reviewer is at a disadvantage, 
in that he has not used the book in the classroom, and this fact makes 
it peculiarly difficult to judge the pedagogical value of the many detailed 
changes that appear in the third edition. Therefore this review will 
for the most part treat the book as it stands and address itself chiefly 
to matters of doctrine and to the broader strategy of arrangement and 
emphasis rather than to the minor tactics of the particular revisions that 
have been made. It goes almost without saying that, from the stand- 
point of the prevailing standards of doctrine, content, and presentation, 
only minor criticisms could be made of what is probably the best book 
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of its class on the market. Such adverse comment as these pages con- 
tain may be taken as a bit of mildly non-conformist controversy applying 
somewhat to a school of texts rather than as a disparagement of the merits 
of this particular example. 

The volume now stands divided into three “books.” Book I 
prepares the way with a discussion of economic institutions and evolu- 
tion; Book II covers the subjects of consumption and production, value 
and exchange, and distribution; and Book III is devoted to public 
finance. Book II contains twenty-four chapters out of a total of thirty- 
four, and gives an excellent expression of the marginal-utility and 
marginal-productivity economics, together with such topics as labor 
problems, insurance, transportation, agricultural problems, and socialism. 

This arrangement, reputable as it is, has a serious disadvantage. 
The discussion of production—which is defined so broadly as properly 
to include all useful services—is separated from the discussion of the 
institutions of property and contract which guide and direct it -and 
determine what utilities it is profitable for private business enterprises 
to produce and what disutilities cannot be imposed without compen- 
sation. It is still farther separated from the discussion of public expendi- 
tures, which contains an extremely significant part of the theory of 
production in the typical modern text. For it is only here that we find a 
study of the economic nature of the productive services that public 
expenditures support, together with the reasons why they are set apart 
from the services that are left to private enterprise to furnish. This 
study, properly handled, sheds floods of light on the adequacy, limitations, 
and proper sphere of private enterprise as an agency of social production. 
One is tempted to say that this is the most significant part of the theory 
of production, partly because it is the least obvious, and partly because 
it throws most light on questions of public policy. The result of isolating 
it is a treatment which the reviewer cannot but feel is sterile by com- 
parison with what might be done if these three topics, and possibly some 
others, were integrated into a unified study of the organization of 
economic efforts and useful services. Production, in the broad sense of 
the creation of utilities, includes all these topics, together with the active 
work involved in the creation and guidance of desires and their transla- 
tion into effective demands, both for consumable products and for 
desirable conditions of work. Therefore, when a book defines production 
so broadly as to include all useful activities it is undertaking an obligation 
which is far from being fulfilled by the customary formal treatment of 
the creation of vendible form, time, and place utilities for the gratification 
of pre-existing wants, as carried on in private industry. 
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Various things contribute in a secondary way to this inadequacy of 
treatment. The assumption (p. 28) that production is for the grati- 
fication of pre-existing wants lends itself to assuming that private gain 
can be had only through increasing the sum total of human gratifications, 
with the exception of monopoly, fraud, theft, gambling, gift, and inherit- 
ance (p. 118). The need of constant control of competitive practices 
by law and morals is itself a contradiction of this, but the contradiction 
is camouflaged by speaking of these forms of control as raising the 
“ethical” level of competition, thus impliedly translating ali these 
various profitable disservices out of the economic sphere into the ethical 
and avoiding the necessity for an analysis of their economic character. 
And yet, lacking such an analysis, how can ethics pass an intelligent 
judgment? Another contributing factor is the tendency to treat sub- 
jects such as the sphere of public production and public expenditures, 
prices or fees for public services versus free distribution, control of 
competitive practices, etc., from a standpoint which is inclined to accept 
existing law and practice as in some sense a standard. The work is 
pictured as in continued progress, and some inquiry is made into the 
reasons for existing regulations and policies, but the reviewer feels, 
perhaps unjustifiably, that this is not enough, and that the facts and 
forces underlying public action are general facts and forces throughout 
the field of private industry, and necessary parts of a balanced picture 
of private industry, so that if one studies them solely, or even chiefly, 
from the standpoint of the fait accompli of public action he may easily 
miss the chief point. 

Another contributing factor is the implication that consumption is 
the end and production the means, as conveyed by the fact that the 
general theory of human choices is treated in the chapter on consump- 
tion, and the chapter on production is focused on salable products. The 
latter chapter gives about one-eighth of its total space to “effects on the 
worker,” and no space to all the other aspects of production which are 
ends in themselves, in that they affect human desires or social welfare 
directly and not through the medium of salable products. Should not 
the chapter on human choices have something to say in explanation of 
those later chapters, where the student finds the state interfering very 
freely with freedom to incur the disutilities of production but very 
gingerly with freedom of consumption? The authors refuse to recog- 
nize “productive consumption,”’ save as coal, for example, is burned in a 
factory. They decline to treat consumption as a means to an end on 
the unconvincing ground that “man is our final term” (p. 133). True; 
but which man, and which part of his nature? Surely some parts of 
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consumption can be wisely and humanely treated as means to other 
human ends, including ends served via productive efficiency. And if 
some employers consider the consumption of their workers in order to 
exploit the resulting productive efficiency, that also is an economic fact. 
Man is means as well as end. He utilizes himself and is utilized by 
others. 

In reading back over the book the reviewer came to the chapter on 
value and price, forgetting the preceding chapter on consumption, and 
concluded that the authors had cleverly included the valid working 
implications of the utility doctrine without committing themselves to 
the more doubtful formal analysis of marginal utility (which is also 
often a classroom stumbling-block). Then he turned back one chapter 
and was disillusioned, finding the marginal-utility formula faithfully 
included. At once the question suggested itself, if the chapter on price 
could stand alone, whether the material of the chapter on consumption 
could not have been almost entirely omitted and its place filled with a 
more realistic and concrete account of the organization, the machinery, 
and the forces by which people’s choices are actually guided and deter- 
mined in the world of business. Choices in matters of consumption and 
production both could be included, and the result would be a description 
of valuable activities (production) and underlying institutions, thus 


fitting into the proposed synthetic account of the organization of 


economic efforts. 

Would the attempt to include such a synthesis swell a text beyond 
reasonable limits? The book is already overcrowded with material, 
and many important topics are injured by the compulsory brevity with 
which they are discussed. The question is a serious one and admits of 
two answers. One is that such a body of added material would break 
the course down, making it impossible to cover the necessary ground in 
the recognized topics. Another is that the attempt to include a view of 
general theory plus all the recognized special problems has already 
broken down, and that the proposed general synthesis would furnish a 
remedy, rather than aggravate the disease, by furnishing a substitute 
for the concrete discussion of special problems. It would carry the 
student into the fields of all the special problems and make him aware of 
their existence, not as semidetached topics but as parts of one large 
problem, and without tempting him to think that he knows the answer 
because he has read ten pages on social insurance in a text. It would 
not leave him with a memory stocked with classified lists of things that 
are done, and others perhaps that should be done, by various agencies— 
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by government enterprise, by co-operative societies, by labor unions, 
by legislation, or by administrative regulation, as the case may be—but 
perhaps it would leave him with something more valuable. It might 
give him a view of principles underlying all this parceling out of functions 
to different agencies to perform, aided by a study that is classified as far 
as possible by functions rather than by agencies. For example, the 
chapter on “Public Expenditures” and the chapter on “Production” 
in the present volume are two disconnected studies covering the same 
general function, but one covers such parts of that function as are handed 
over to the state in the present stage of development of American 
industrialism, while the other, nominally a general study, has chiefly in 
mind a limited (though large and important) part of the functions 
intrusted to private enterprise. There is room for much constructive 
imagination merely in describing and classifying functions in economic 
society along lines that are significant for current issues and for the 
possible evolutionary changes of the near future. In the absence of 
adequate organization on this basis the relatively easy and obvious 
classification according to agencies is bound to dominate. Can a general 
functional survey succeed in filling the place of the separate studies of 
“problems” in the modern text, and could not the special problems be 
more intelligently approached after some such synthetic survey of the 
field? The question can be answered only by the test of experience. 

In the statement of the marginal economics there are some minor 
questions of accuracy that might be raised. On page 159 two curves 
are presented, one representing an elastic demand and the other an 
inelastic demand. The difference in the elasticity of the demand repre- 
sented by the curves is too slight to be obvious to the unaided eye, and 
the conspicuous difference is a difference of absolute steepness, which is 
a mere matter of the total extent of the demand and might indeed be a 
mere matter of arbitrary choice of notation. On page 390 it is stated 
that a farmer gets maximum profits by carrying cultivation to the limit 
where the marginal product of labor is equal to the wages paid. Strictly 
speaking, such cultivation would give maximum profits per acre but not 
a maximum rate of profit on the total investment except in the limiting 
case where the rent of land absorbs all the surplus and profits are zero. 
Ii land could be had cheap enough to make possible a profit for this 
farmer, it would pay him to take more land into cultivation before he 
reached the point of zero profit on the marginal laborer. Akin to this 
is the statement that the employer “pushes each particular kind of 
expenditure up to the marginal point. If he is successful there will be a 





322 JOURNAL OF POLITICAL ECONOMY 


surplus over and above his aggregate expenses.”” This might be true 
in certain special circumstances, but the typical case is one in which the 
successful employer can get maximum gain by apportioning his factors 
of production so as to make a profit on the marginal units of all of them. 
The best proportion of factors, financially, is that in which the marginal 
products of the different factors are in proportion to their unit costs, 
granted the customary assumptions of mobility and divisibility. Only 
by taking account of a fall in prices due to the expansion of the output 
of the single establishment, or of a loss in efficiency due to expanding the 
establishment past the limits of the manager’s best organizing power, or 
of price discriminations, could a case be made in which a profit remains 
after the employment of every factor has been pushed to the point at 
which marginal return equals marginal outlay. 

If one were to undertake the pleasant task of citing passages in which 
the treatment is so good as to invite special comment the list would be 
a long one, and this review would be unduly extended. If the review 
appears to be devoted chiefly to expressions of dissent, it is not for lack 
of appreciation of the good qualities of this excellent book but rather 
for the sake of raising certain general questions as to what an economics 
text should try to be. 

J. M. Crark 


UNIVERSITY OF CHICAGO 


Financing of Public Service Corporations. By Mitton B. IGNATIUs. 
New York: Ronald Press, 1918. Pp. xviii+508. 

This book is the initial undertaking of the author. Its “mission is 
to point the way”’ to a common ground between bankers and corporation 
officials, who demand practical considerations, and the members of 
public-service commissions, who represent the public and deal with the 
fundamental principles of control, often considered theoretical. Instead 
of antagonism and wilful opposition between these two classes or points 
of view, there is essentially a commuaity of interest. ‘Corporation 
finance has ceased to be a private affair,” and there must be wise and 
judicious action over its supervision and regulation. Especially is this 
true with reference to the railroads under government control and 
operation. Even there we find a growing tendency to regulate industrial 
corporations. This suggests briefly the reasons given by the author for 
the appearance of this volume. 

We are told in the Preface that this book is the result of experience 
in dealing with the financing of public-service corporations through 





BOOK REVIEWS AND NOTICES 323 


employment with the New York State Public Service Commissions and 
also through private employment. This perhaps explains the presence 
of so much quoted material. As one reads through the work one wonders 
at times if it isa book on corporation finance, or merely a book of readings 
or excerpts on corporation finance adapted from New York statutes, and 
especially from rulings or orders of the Public Service Commission for the 
Second District of New York. While there is a superabundance of 
quotations, with an occasional reference to states other than New York, 
it may be said out of fairness that the main outlines of the problems of 
corporation finance are not buried in a labyrinth of citations but are kept 
pretty clearly before the mind of the reader. 

The arrangement of the subject-matter in the volume is clear, logical, 
and attractive. Occasionally there is too much detail. There are four 
main divisions or parts. The title of each respectively is: Part I, 
“Corporations and Public Regulations’”’; Part II, “Capital Stocks”’; 
Part III, ‘Funded Debt”; and Part IV, “Capitalization.” It might be 
well to give a résumé, with comments, of each of these sections. Perhaps 
that is the best way in which to get some conception of the merits or 
demerits of the book as a contribution to the solution of the finance 
problems of public-service corporations. 

Part Lis very brief and introductory. It contains two chapters and 
is a discussion of corporations and public regulation in general. There is 
nothing new or extraordinary presented. The only points worth noting 
are (1) the arguments in favor of federal incorporation of all public- 
service concerns engaged in interstate business, and (2) the observation 
that if public-service corporations are public agents or partners with the 
state in the conduct of public business the public has never been quite 
willing to accept its share of the partnership, either by securing public- 
utility investments or guaranteeing a fair return upon them. 

In Part II capital stocks are discussed. It is much longer than the 
preceding section, being made up of five chapters. It should be of 
interest, especially to small investors, who usually have no part in cor- 
porate management, because it contains information relative to the issue 
and transfer of stocks, par values of stocks, and divicends, which is 
exceedingly valuable to them, in order to safeguard and preserve their 
investments and their returns thereon. The chief things worthy of 
attention other than this are the suggestions concerning the capital-stock 
account in corporate accounting, the methods to avoid double taxation 
on stocks, and the query as to whether the removal of par values of 
stocks would eradicate the evils of overcapitalization. 
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In Part III there is an excellent treatment of funded debts. The 
weaknesses of the section are found where the author by an unwarranted 
digression drags into his discussion of the classification of bonds a discus- 
sion of bond taxation, and where he seems wilfully to dodge an explana- 
tion of the net interest yield on bonds simply because the explanation is 
difficult and complex. As an offset to such defects, however, there is a 
timely treatment of the relative proportion of stocks and bonds in the 
capitalization of corporate enterprises and an interesting statement of 
the problem of refunding or paying off bonds at maturity in terms of 
purchasing power rather than in gold or legal tender. 

The genuine contribution, if such it may be called, which Mr. 
Ignatius makes to the subject of public-service corporation finance is 
found in Part IV. This section on capitalization contains seven rather 
lengthy chapters and takes up about half of the whole book. The writer 
thinks that the control over capitalization by state commissions has been 
a success and advocates such control direct by the federal government 
over interstate corporations. ‘‘If federal control, however, is to be a 
success, it must be exclusive and not concurrent with the several states.” 
The federal as well as the state commissions must co-operate, as well as 
regulate, and must use wise discretion rather than a hard-and-fast rule. 
What the author has to say about the effect of capitalization on rates is 
not quite clear. He gives much space to valuation and valuation prob- 
lems in connection with capitalization. Where the issue of securities 
has been authorized by a commission, should there be a guaranty of a fair 
return upon them? He asks, but does not attempt to answer, this 
question. This whole section is by far the most important in the book 
and is a noteworthy effort to aid in the correct solution of the intricate 
capitalization problems of public-service corporations. 

On the whole this volume is a valuable addition to the literature on 
corporation finance. While it deals primarily with public-service cor- 
porations, it is also valuable with reference to industrial corporations. It 
certainly throws much light on the whole field of corporate financing. 
Well may it be of great interest to corporation officials, representatives 
of the public engaged in regulation, bankers, brokers, and general 
readers. It might also be profitably used as a supplementary textbook 
in courses on corporation finance. Whatever its defects with regard to 
the use of copious excerpts from only one state commission, it is eminently 
worth while. 


WALTER J. MATHERLY 


GEORGETOWN COLLEGE 
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Proposed Roads to Freedom. By BERTRAND RUSSELL. New York: 
Henry Holt & Co., 1919. Pp. xvilit+218. $1.50. 

The majority of economists who are attracted to this book by the 
incontestable brilliance of its author will probably conclude very shortly 
that the book is not for them. In a certain sense this is true. In the 
discussion of Marx and the socialist doctrine, Bakunin and anarchism, 
and the “‘C.G.T.” and the syndicalist revolt, there is little to command 
the careful study of the seasoned scholar. The historical surveys are 
extremely general, and the analyses of doctrine do not abound in the 
usual subtleties of economic theory. The same criticism must be made 
of the author’s own proposals, in the second and larger portion of the 
volume, for dealing with the problems of the future. Economists are, 
by the logic of their profession, driven to place a very high rating upon 
the painstaking elaboration of the detailed ramifications of the economic 
order, and they will be very quick to perceive the absence of convincing 
particularization. To them the Proposed Roads to Freedom will appear 
like milky ways, from nothing to nothing, and with nothing on either 
side. They will note with interest that Russell’s path is roughly charted 
between communism on one side and anarchism on the other. They 
will be interested in the high place he assigns to guild socialism as the 
archtype upon which the new social order is to be largely built; but they 
will be totally repelled by his lofty disregard of the terrific difficulty 
which attends the filling in of the details of scenery, to the need for which 
he seems so mystically oblivious. 

For example, in resolving the difficulty of the tyrant state of socialism 
and the tyrant individual of anarchism Russell leans very heavily upon 
the notion of the guild, the small democratic unit to which is intrusted 
the direction of strictly local affairs. Now of course there is no such 
thing as “local” affairs. The trouble with the guild idea, as the econo- 
mist sees it, is that the present social order, and any one that seems 
likely to come out of it, is so enormously complex and interdependent 
in all its parts that no local affair is so minute as not to have any general 
bearing upon the fate of the entire system. Pointedly, the economist’s 
answer to guild socialism is the jurisdictional dispute. Again, the solu- 
tion of the international problem is that a world full of happiness—the 
chief obstacles to which exist in the hearts of men—will not wish to go 
to war. Very likely that is true, the economist will retort, but what is 
to be done about immigration? To restrict it is to refuse aid to the 
suffering people of overpopulated countries, to decree that our civiliza- 
tion is for us only; to remove restrictions may be to allow the leaven to 
be so diluted by the whole lump that not even we shall maintain our 





326 JOURNAL OF POLITICAL ECONOMY 


hard-won culture. The elimination in one or even a few spots of the 
earth of property greed and envy will not remove these difficulties nor 
silence the economist who must face them. 

In another sense, however, this book is one that every special student 
of society ought to read; for the special student is dealing with the 
inconceivably intricate adjustments of the institutional order, attempting 
to grasp some of the refinements of the social process, always with a 
view to rebuilding the social edifice on an improved pattern, or at least 
preventing wholesale deterioration. He may feel that no modification 
can be successful that is not built into the existing structure, so that no 
vital part is ever dislocated; he may even go farther to the conviction 
that when any large portion of the edifice is thrown down it cannot be 
reconstructed except on the plan of the only order of which we have any 
detailed knowledge, namely our own; but with all this he needs to have 
constantly floating before his eyes a vision, shadowy, unsubstantial, 
utterly impractical as a substitute for the blueprint builder’s plan, of 
the ideal for the completed structure. 

In this sense Proposed Roads to Freedom deserves the study of every 
economist because its author is not an economist but a mystic. He is 
a man with a vision. His description of the great subversive isms is 
not critical but inspired. He sees underneath the fallen leaves of 


fanatical verbiage the rich loam of human aspiration which has nourished 
all the religions of revolt. His human instincts are very keen and his 
emotions very wholesome when he comes to take the reckoning of the 
social order. What men want is not mere physical comfort—freedom 
from poverty as such—it is a decent life, the chance to do something 
and be something. And his vision of a world of free men is the vision 
of a poet: 


The world that we seek is a world in which the creative spirit is alive, in 
which life is an adventure full of joy and hope, based rather upon the impulse 
to construct than upon the desire to retain what we possess or to seize what is 
possessed by others. It must be a world in which affection has free play, in 
which love is purged of the instinct for domination, in which cruelty and envy 
have been dispelled by happiness and the unfettered development of all the 
instincts that build up life and fill it with mental delights. Such a world is 
possible; it waits only for men to wish to create it. 


Bertrand Russell does not present the economist with full specifica- 
tions and blueprints attached for the complete construction of such a 
world. He has seen truth and beauty with the eyes of a saint rather than 
of an economist. Yet perhaps even saints should come into the calcula- 


tions of the economist. 
C. E. AYRES 


UNIVERSITY OF CHICAGO 
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Unified Accounting Methods for I ndustrials. By CLInton E. 
Woops. New York: The Ronald Press, 1917. 8vo. pp. 
xvi+484. $5.00. 

Mr. Woods’s book is hampered somewhat by the fact that it is 
intended for ‘‘three classes of individuals: the executive, the engineer, 
and the accountant,” and must attempt, in consequence, to be neither 
too elementary nor too technical. The field which it covers is broad, 
and there is nowhere a clean-cut statement of its central purpose. In 
the main it is an effort to demonstrate the value of unified accounting 
“as a controlling medium in connection with finances, inventories, 
investments, etc.” (p. 25), when the operations of the business have 
been so systematized as to be properly co-ordinate with some account- 
ing system. 

In general the material is grouped into two main headings: organiza- 
tion, or systematization, and accounting proper. A limitation of both 
types of discussion is the fact that the author is evidently accustomed to 
very large plants manufacturing under a departmental system where 
the lot sizes are large and where the control is not very intensive— 
industries which are interrupted rather than continuous. Coupled 
with this is a neglect to recognize that very different types of industry 
exist, requiring very different control plans. For example, the “tra- 
cing” system advocated (pp. 170-72) does not permit a full control of 
materials between operations. Under complex conditions of jobshop 
departmental manufacturing, the method (if we understand the 
somewhat involved explanation) of determining available material 
(pp. 75-78) does not provide for immediate reservation of stores against 
accepted orders. Proper control of materials in transit and prompt 
facilitation of the movement of these materials is not provided for. 
The “central control” of equipment advocated (p. 234) is also loose. 
“Labor control” is of the same character (pp. 178-83). Only one 
method of collecting costs is mentioned—a production-order method; 
and only one basis for distributing costs is given—a direct labor pro 
rata. ‘This limitation of the discussion to a particular type of industry 
would not be a defect if it were made more frankly, if the author seemed 
to recognize the existence of different types, with different problems 
to be solved. 

Perhaps the most serious criticism of the industrial sections of the 
book should be made in connection with the labor relations. The open 
advocacy of a “pace-making department” to determine among other 
things “ultimate capacity” (p. 117); the cutting down of expenditure 
for labor (p. 118); the advocacy of time study with no adequate warning 
concerning necessary preliminary standardization (p. 145); the inade- 
quate statement of the relation of the training of men to labor turnover 
(pp. 19, 23, 146); the incomplete statement of rate-making (pp. 148-202) 
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—all these give the book an unfortunate flavor on the human side, which 
might lead to misunderstanding of the position of the best thinkers in 
the field of industrial engineering. 

Although he expressly states that accounting is to be regarded as an 
instrument of executive control, the author seems at times to entertain 
a curiously absolutistic point of view regarding it. There is frequently 
an insufficient distinction between principle and device. His summary 
on page 330 of what amounts to standard inventory practice is worth- 
less as an arbitrary rule for all industries. In another place (p. 225) 
he says: “It must be borne in mind that the important and real purpose 
in connection with the ascertaining and distribution of overheads is to 
show their percentage or hourly basis relation to the amount of produc- 
tive or direct labor employed.” Such a comparison may have very 
great or very little significance. Absolutism of this sort is responsible 
for the arbitrary and ironclad cost systems which so often give a false 
sense of security to manufacturers. It is part of a general tendency to 
confuse principles with facts, or even, at times, with unsubstantiated 
industrial gossip. 

Perhaps the most striking feature of the book is the great number of 
accounting forms of various types. These are segregated (pp. 340-66), 
but are all carefully tied up with the text by means of a numerical index. 
Flexibility is in this way secured and the text is left agreeably free from 
interruption. 

The presentation of material within the chapters could be made 
more effective by a set of sectional headings more literally descriptive 
of the text and presenting a more logical appearance by a happier choice 
of type. The last chapter of the book might well be replaced by a 
summary in which the balance sheet is used as a device for rounding 
out the main argument of the book. 

The value of this book must be estimated in terms of the use to 
which it is to be put. It is dangerous for the student because of its 
absolutistic character. For the average manufacturer it would appear to 
be very difficult reading, most of the principles of accounting being 
taken for granted. The true field of the book would appear to be 
among financial accountants who desire a general introduction to cost 
accounting, and to students who already have a general grounding in 
cost accounting and financial accounting methods. There is great need 
for reliable and basic information on cost methods and principles, and 
Mr. Woods is in a position to give us much that is valuable. It is 
greatly to be hoped that he will give us a new edition in which the 
mechanical features may be arranged in such fashion that the central 
principles stand out clearly. 

F. M. S. 





